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Editorial Comment 


When last month’s issue went to press events 
Peace and of transcendent importance were taking 
Thanksgiving place in Europe, threatening to encompass 

the whole world in their consequences. To 
satisfy his ambitions to possess a piece of Czechoslavakian 
territory a dictator was prepared to plunge the world into 
war. The memory of the days immediately preceding the 
meeting of the representatives of the four powers to talk 
peace will remain throughout our lives. The world was on 
the precipice of a ruthless war which would be waged 
with all the diabolical methods known to modern science. 
Stretches of country bedecked in the glories of autumn, 
with their populations enjoying the peace and contentment 
that come with the garnering of harvest crops; towns and 
villages ringing with the laughter of children who live so 
close to heaven that the tree tops are “close against the 
sky ;” cities with centuries of growth and treasured land- 
marks and happy homes—all would be turned into an in- 
ferno of destruction and death and suffering to satisfy the 
lust for power of one individual. 

But the world has been saved that horrible experience. 
The dramatic climax to the heroic efforts of Prime Minister 
Chamberlain to preserve peace will go down into history. 
It came on Wednesday the 28th September as he was re- 
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lating to a tense House of Commons the steps that he had 
taken for European appeasement, and there was no thought 
ir. the minds of any one present but that war was inevitable. 
Relating to the House of Lords later his experience of that 
momentous hour in the Commons, Ear] Baldwin stated that 
to him the skies were completely black. “Prayers of the 
nation had been ascending night and day,” he said, “not 
only in this country but in other countries, and no answer 
came. In the middle of that speech (of Mr. Chamberlain) 
the Foreign Secretary was handed a telegram and he 
showed it to me. It was the long-expected answer to the 
Prime Minister’s invitation. It was just as though the 
finger of God had drawn a rainbow across the sky and had 
ratified again his covenant with the children of man.” 

A reprieve has come; and for a time (may it be for 
long!) Europe has been saved from the horrible pit of 
misery envisaged by mankind in those anxious days of 
September. To Mr. Chamberlain the world owes profound 
gratitude not only for his devotion to the great cause of 
peace but also for his perseverance until his mission was 
accomplished. What he did was in keeping with the glorious 
traditions of the Empire. It was Thomas Carlyle who 
once said, “How a thing grows in the human memory, in 
the human imagination, when love, worship, and all that 
lies in the human heart, is there to encourage it!” And 
Lowell has also observed that “There is only one thing 
better than tradition and that is the original and eternal life 
out of which all tradition takes its rise.” 

The British people have enjoyed for centuries the fruits 
ef democratic institutions, and history and tradition have 
bestowed a dignity upon the holders of high office in Great 
Britain. In Mr. Chamberlain that dignity is linked with 
humility, for he would be the last to boast of his part in 
preventing a world catastrophe. He is receiving our present 
gratitude; he has won for himself a lasting place in history. 


But when tributes are being given a large share must 
go to President Roosevelt. As the head of a great nation 
he had no political commitments to serve. His appeal which 
came at a most opportune time was from the heart of one 
who dreaded to think of the sorrow and the suffering and 
the poverty that would inevitably follow a conflagration. 
He spoke as the friend of men and women and children 
everywhere. That appeal to the dictators could not be 


330 





Ne ere cet ee ONTID EE 





<a |e eR a 








EDITORIALS 


ignored, and the nations of the earth are in his debt. Surely 
Thanksgiving and Remembrance Day this year carry 
greater significance for the special blessings that have thus 
come to mankind. 


We are privileged to publish this month 
The Accountancy and in our December issue a series of 
Profession in two lectures on the position of the public 
Great Britain accountant in Great Britain delivered 

last May at Harvard University by Sir 
Laurence Halsey, a distinguished member of the profession 
in London. In the first lecture Sir Laurence, after giving 
a short history of the rise of public accounting bodies, deals 
with the relationships of the profession to government and 
business growing out of the legislation which seventy-five 
years ago introduced and regulated the application of the 
principle of limited liability to company affairs. In the 
second lecture he refers to the many other points of contact 
of the profession with public institutions, private individ- 
uals and government departments. 

The lectures will be of very great interest to members 
of the profession in Canada. The practice of the public 
accountant is comparatively young both in Great Britain 
and in this country, and a study of the two lectures will 
reveal in what respects the status of the profession here is 
similar to that in Great Britain and in what respects greater 
recognition has come to chartered accountants there. 

Possibly the two greatest differences are in the fields 
of taxation and public service to which reference is made 
in his second lecture. In Canada the income tax author- 
ities have a permanent staff of examiners who may make 
visits to at least the larger taxpayers. In Great Britain, 
however, the government does not send its officials to 
examine the books of a business (except in very rare cases 
of fraud) ; it has not the power to do so and has not shown 
any inclination to acquire that power. In fact, Sir Laur- 
ence states that it is doubtful if Parliament would approve 
any suggestion of such an extension of bureaucracy, and 
that the business community would strongly resent and 
resist any such inquisition. In Great Britain questions by 
the taxing authorities with reference to returns are an- 
swered by the taxpayer’s accountants who supply a copy 
of the accounts audited or prepared by them. The account- 
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ants will discuss with the officials any necessary adjust- 
ments, and the accountants’ answers to such questions 
are accepted as true by the Inland Revenue authorities without 
verification. 

In the field of public service the chartered accountant 
has assumed a prominent place in Great Britain. During 
the Great War, when the government found it necessary 
to take effective and direct control of certain industries 
and services, professional accountants with their experience 
and skill were sought by the government in organizing and 
carrying out this control. Since then accountants have 
been entrusted with responsible duties in connection with 
government committees and inquiries in a variety of mat- 
ters—all of which is indicative of the great trust reposed 
in the profession. 


While Sir Laurence has not made men- 
Accountants in tion of chartered accountants in public 
Public Office office, a considerable number of them in 

Great Britain serve as representatives on 
local municipal councils or as members of parliament. This 
is the field of public service to which Hon, Mr. Ilsley made 
reference in his fine address delivered at the last annual 
meeting of our Association and published in this issue. 

In Canada the holding of public office has not been 
sought by the accountant, and few are to be found as mem- 
bers of parliament or other legislative bodies. There may 
be a number of reasons for this. The training of the chart- 
ered accountant has developed in him the importance and 
necessity of forming an independent opinion, but this quali- 
fication is very apt to come into conflict with what is 
required in an out-and-out party man—at least so far as 
politics in Canada are at present constituted. Besides, 
many chartered accountants may not be able to afford to 
serve in this capacity since the indemnity of the ordinary 
member of parliament is so small that he is, more often 
than not, out of pocket at the end of the year. There is 
another good reason to which Beverley Baxter, a native 
of Canada and at present a member of the British House 
of Commons, makes reference in a recent issue of Maclean’s 
Magazine. “The curse of a dictatorship,” he says, “is that 
it exalts the State at the expense of human liberty. The 
danger of democracy is that the State is sacrificed on the 
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altar of individualism. To my mind, the worst form which 
that takes in Canada is the slanderous abuse of public 
men ...I wonder that men of integrity will face the slurs 
and sneers of public opinion.” Politics in general in Canada 
are not on as high a plane as they might be. The applica- 
tion of efficient business administration, from the muni- 
cipality up, is needed in governments. Great credit, we 
think, is due to Mr. Bennett and Mr. King for seeking out 
highly capable men to fill the posts of deputy ministers, 
irrespective of party leanings. Great Britain is ahead of 
Canada in many respects. The ambition of nearly every 
man there is to rise to a position where he can serve the 
State, for as Mr. Baxter also states, “In his mind the realm 
is essentially an extension of himself, an embodiment of 


his own history, his own traditions, his own pride . . . Deep 
down in his heart the Briton detests the idea of robbing 
the State .. . There is no patronage system .. . Having 


decided that public life should be clean, the British arrange 
it so that crookedness is practically impossible anyway.” 


A recent decision of the High Court 
Money Paid Under of Ausiralia in a taxation case (Werrin 
Mistake of Law v. Commissioner of Taxation) has em- 

phasized the general rule that money 
paid under a mistake of law is not recoverable. According 
to The Australian Accountant the decison was the outcome 
of the ruling of the Commissioner of Taxation that the sales 
tax statutes did not distinguish between new and second- 
hand goods and that such goods were subject to sales tax 
when sold by a registered person unless evidence could be 
produced by that person that tax had previously been paid 
in respect of such goods. 

The facts are that Werrin sold certain secondhand goods 
to a company which had been formed to take over a busi- 
ness, and the Commissioner claimed that he was liable to 
pay sales tax on the transaction. Although the plaintiff 
had contended that the transaction was not a sale within 
the meaning of the Sales Tax Act and that he was not liable 
to pay, he nevertheless with reluctance paid the amount 
demanded. Subsequently in the case of Deputy Commis- 
sioner of Taxation v. Ellis & Clarke Ltd. the court ruled that 
the sales tax of the Commonwealth was not payable in 
respect of secondhand goods. The plaintiff contended, then, 
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that he had paid under compulsion and was entitled to re- 
cover the money; but the Commissioner successfully de- 
fended the action on the ground that the payment was a 
voluntary one, made under a mistake of law, but not of fact. 

According to Plaxton & Varcoe, Dominion Income Tax 
Law (1930) the dictum that “money paid voluntarily and 
with full knowledge of all the facts and circumstances can- 
not be recovered back merely upon the ground that it was 
paid under a mistake as to the law,” is part of the law 
of Canada and the authors quote a number of Canadian 
court decisions. As illustration of the dictum they cite 
the instance of a person who, having made payment on a 
return for income tax in which he had included receipts 
which were non-taxable, or had failed to claim exemptions 
or deductions allowed by the taxing statute, or had applied 
the wrong rates of tax in computing the tax payable, is not 
entitled to a recovery of the excess paid. 

In order to ensure the protection of the revenue and to 
provide a deterrent to possible delinquent taxpayers, the 
taxation measures of our Dominion and Provincial govern- 
ments contain provisions of a penal nature. Generally 
speaking the taxing authorities in this country have taken 
a reasonable attitude respecting mistakes in overpayment 
of taxes and, we understand, have on numerous occasions 
returned the excess amounts to the taxpayer. As co-opera- 
tion between the taxing body and the taxpayer is desirable, 
it would appear to be the part of wisdom for taxing author- 
ities to be scrupulously fair, otherwise taxpayers may 
penalize themselves by a too-ready acquiescence to the 
demands of tax officials for payment of taxes which may 
not be legally payable. 
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OUR PROFESSION — QUO VADIS?* 


By H. G. Norman, Chartered Accountant, 
Montreal 


HE Dominion Association of Chartered Accountants was 

incorporated in 1902, and the various institutes (the 
members of which together form the Dominion Association) 
incorporated at various times between 1880, the year of 
the incorporation of the Quebec Society, and 1921, the year 
in which the Prince Edward Island Institute was formed. 
During this period of years there has been a tremendous 
increase in the responsibilities which the members of the 
profession have been called upon to assume, as well as in 
the diversity of the work which they have been called 
upon to perform. 

The Quebec Society was incorporated in 1880 with 17 
Charter members. In 1915 the membership of the Domin- 
ion Association was only 461 which was increased to 570 
by 1920 and to 1440 by 1930. At the present time the 
Dominion Association has a membership of 2,220, and it 
may therefore justly claim to have passed its infant stage 
and reached the full status of manhood among the account- 
ing bodies of the world. 

A great deal of our day-to-day efforts are expended in 
the portrayal for our clients of the position of their affairs 
in order that they, with their practical knowledge of con- 
ditions in their own particular business, may formulate 
policies for the future. I have sometimes wondered whether, 
notwithstanding the busy life which most of us lead, it 
would not be worth while to spend a little time in portraying 
our own position, not as individuals, but as a profession 
with a view to planning how we can in the future render 
more efficient service to our clients and contribute in a 
larger measure towards the general welfare of our country. 

The growth of our profession in Canada, not only num- 
erically, but in relation to the responsibilities placed upon 
it, is, of course, a direct result of the growth of industry 
and commerce in Canada and the tremendous increase in the 
scale and complexity of taxation which followed the Great 


War. 


*A paper read 25th August 1938 at the thirty-sixth annual meeting 
of The Dominion Association of Chartered Accountants held at Halifax, 


Nova Scotia. 
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The expansion in the financial and economic structure 
in Canada brought about a condition in which unscrupulous 
people found new and greater opportunities to mulct in- 
vestors. It also created a situation in which promoters, 
imbued with excessive optimism and confidence, were en- 
abled to foist upon the public those enterprises which either 
had little chance of success at their inception or inherent 
possibilities for the future—risks which an investor with 
unlimited liability would not be prepared to accept. 

That the Government recognized these conditions is 
evidenced by the introduction into the Companies’ Act of 
the Dominion of provisions relating to the auditing of com- 
pany accounts. Federal statutes governing the issuance 
of charters to companies made no mention of auditors from 
1884, which was the date of the first Act authorizing the 
formation of incorporated companies, until 1917, when an 
amendment dealt with the appointment of auditors, and 
their powers, and directed them to report to the sharehold- 
ers in annual meeting. 

It is not intended to indicate that there was any legis- 
lative recognition of our profession in the Companies’ Act, 
since the Act itself states that “an auditor shall be ap- 
pointed” and does not direct that such auditor should have 
any special training or qualifications such as our Associa- 
tion requires from its members. It would appear, however, 
that the profession itself has progressed in Canada to a 
great extent because it fills a want resulting from our 
economic conditions, and from the fact that the public 
recognize that the profession is able to fill in a trustworthy 
manner functions which are continually growing to be of 
greater importance. 

The general requirements of the auditors’ report called 
for by the 1917 amendments to the Companies’ Act have re- 
mained unchanged up to the present time, but the 1934 
Companies’ Act called upon the auditors of companies to 
make a specified statement in respect of the earnings of 
holding companies. In 1917 the amendments to the Com- 
panies’ Act specified in not too great detail certain items 
which should appear on the balance sheet of a corporation 
to be submitted to its shareholders, and these requirements 
were materially amplified in the Act of 1934 and the amend- 
ments to that Act in 1935. The action of the Legislature 
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in this respect was of great value to our profession by 
making mandatory the disclosure of certain information 
which accountants had long considered necessary for the 
proper presentation of the balance sheet of a corporation. 

The professional accountant has for many years played 
a large part in the investigation of businesses on behalf of 
prospective vendors or purchasers and also in connection 
with the raising of capital by public subscription. Although 
this phase of our activities had been prominent for many 
years, particularly those years following the Great War, 
there were no references to the responsibilities of auditors 
in this connection in the Dominion Companies’ Act until 
the Act of 1934, under which it became mandatory for all 
prospectuses issued after the passing of the Act to include 
a balance sheet certified to by the company’s auditors as 
well as a report by them as to the earnings of the company 
for a stated period of time. The use of auditors’ certificates 
in prospectuses, long before the mandatory clauses of the 
Act, indicated the degree to which trust was placed in the 
members of the profession by the investing public, and the 
inclusion of these mandatory clauses should, I think, be 
considered as a recognition to some extent of that same 
trust by legislative bodies. In this connection it should be 
noted that the legislation does to a certain extent prescribe 


. the items to be shown on the balance sheet and in the 


statement of profits, but does not direct the complete form 
or contents of such statements. 

It is inevitable that a chartered accountant, as a result 
of his experience in dealing with the affairs of a large 
variety of businesses, acquires experience which fits him to 
act as an adviser in connection with financial re-organiza- 
tions and even further in some cases, in connection with 
business organization and methods. Although the chartered 
accountant has become more generally called upon in such 
matters, this field is one in which his services should con- 
tinue to grow in usefulness. It has been noted, however, 
that accountants engaged on manufacturing problems are 
in some cases inclined to deal with matters which would 
appear to be somewhat beyond their competency, such as 
performing duties or investigations, which might more 
properly be left in the hands of experts in their own par- 
ticular line. Any tendency in this direction is to be de- 
precated. 
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Under the various taxation acts in Canada there is no 
responsibility placed upon the Company’s auditors as such, 
but in the case of several of the taxing bodies the un- 
abridged report of the auditors of the company is called 
for together with the audited statements. 

The multiplicity of taxes, particularly income and profits 
taxes in Canada, has inevitably caused individuals and 
corporations to rely to an ever increasing extent on the 
advice of their auditors, not only in the preparation of their 
accounts, but also in the preparation of the many tax re- 
turns now called for. In this connection any tendency of 
the accountant to engage in the interpretation of the law 
on behalf of clients should be avoided, and the accountant 
should confine his activities to a proper presentation of the 
accounts for income tax purposes and arguments to be 
presented, if necessary, in support of the accounting prin- 
ciples involved. It is interesting to note the increase in 
the number of chartered accountants employed in this 
branch in the government service, and I hope this is evi- 
dence of a growing appreciation of the profession and that 
it is not a matter of self-protection. 

The accountant in Canada takes an active part, in some 
cases at the birth of a corporation, attends it during its 
lifetime, and is sometimes called upon to attend the 
obsequies in case of liquidation. The appointment of trus- 
tees is not in any way restricted to our profession by legis- 
lation or otherwise, but it is pleasing to note that in the 
case of many of the larger trusteeships in the Dominion of 
Canada since the beginning of the twentieth century, mem- 
bers of the profession have been appointed by the courts, 
which is evidence of the reliance placed by the courts and 
the public on the ability and trustworthiness of the profes- 
sion as a whole. 

The appreciation by the public of the strides made by 
the profession is further evidenced by the large number of 
our members who hold responsible executive positions 
throughout the Dominion of Canada. 

It is felt by some of us, and I think rightly so, that the 
practice of the profession in Great Britain and in the United 
States, can be usefully studied by us in the Dominion of 
Canada for the purpose of the advancement of our pro- 
fession to the assumption of responsibilities inherent there- 
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with. This is all the more true, having in mind the 
substantially larger financial affairs and greater variety of 
problems which they have to deal with in those countries 
than we have in Canada. For this reason it is felt that a 
brief review of the position of Public Accountants in those 
countries in relation to Government and the public may be 
useful. 

Under the British Companies’ Act the auditor is re- 
sponsible only to the shareholders whom he represents, and 
by whom he is appointed, his duties being defined in general 
terms in the Act. The form of auditor’s report, similar to 
our own, almost copies the language of the statute, and the 
professional auditor is trusted to qualify his report should 
he find any matters not clearly reflected in the accounts, 
which would result in the accounts failing to give a fair 
picture of the position and results of the company’s trans- 
actions. 

Since 1929 it has been obligatory in Great Britain for 
all companies incorporated under the Companies’ Act to 
set out in all prospectuses, issued for the purpose of raising 
new capital, a report by the company’s auditors on the 
profits of each of the last three preceding years of the 
company’s business and a report by professional account- 
ants on the last three years’ profits of any business to be 
acquired by the issuance of the new capital. 

As I understand it, the law gives the accountant no 
direction in the English Companies’ Act other than he is 
to make a report on the profits for the last three years of 
the activities of a company, for which company additional 
capital is being asked, but it leaves to the accountant the 
duty of deciding the form and contents of his report. 

The government allows to the company’s own auditor 
the determination whether the accounts of the company 
are right or otherwise, and in dealing with tax matters the 
government does not send its officials to examine the books 
of a business (except in very rare cases). The accountant 
supplies a copy of the accounts which have been audited by 
him to the authorities and discusses with the authorities 
what adjustments, if any, are needed to arrive at taxable 
income. Any questions which may be raised by the in- 
spector of taxes are dealt with by the accountant, and his 
answers are accepted as true by the government authori- 
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ties without verification. This in general indicates the 
trust which is reposed by business people, investors and 
the government in the professional accountant in Great 
Britain, and imposes as a result a duty on every member 
of the profession to live up to such responsibilities. 

The responsibility which is placed upon the public 
accountant in Great Britain and the recognition of his dis- 
charge of that responsibility is further evidenced by the 
appointment of members of the profession to membership 
of Royal Commissions and Departmental Committees ; and it 
has been stated that the entrance of professional associa- 
tions in questions of public policy whether on their own 
initiative or by invitation of the government, is one of the 
most useful means of bringing the expert into the services 
of democracy—perhaps one of the most important problems 
in the realms of political organization of today. 

Let us now turn to the situation in the United States. 
The Securities Exchange Commission has adopted require- 


ments as to the manner in which the annual accounts of a . 


corporation whose securities are dealt in publicly shall be 
presented, and in the case of prospectuses for new issues, 
the data required to be furnished is so detailed that it is 
difficult without considerable study to obtain a clear and 
concise picture of salient points in which the ordinary in- 
vestor is interested. The compliance with the requirements 
of the Securities Exchange Commission has resulted in the 
presentation of accounts in far greater detail than in the 
past, supported by voluminous footnotes and explanations 
which, in some cases, are explanatory of the inappropriate- 
ness of the figures which are presented. 

In income tax matters the transactions of corporations 
in the United States are very carefully examined, but the 
Treasury Department would not seem, as is the practice 
of the English Tax Department, to accept the accountant’s 
certificate as final. 

In summing up I should like to express the opinion that 
up to a certain extent government regulations as to infor- 
mation to be given in companies’ accounts are not only 
desirable but helpful to the practising accountant. It must 
always be remembered that the annual accounts of the 
company are prepared under instructions of its directors, 
and from the point of view of the client, the accountant 
and the public in general, it is desirable that all essential 
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information be disclosed on the face of the accounts, thus 
avoiding qualification in the accountant’s certificate. The 
point which I should like to stress is that the regulations 
as to the form in which accounts must be prepared should 
not be too rigid nor too extensive, and that in no event 
should a government do more than briefly outline the re- 
quirements of an auditor’s certificate. 

The tendency has been noted in the United States 
greatly to increase government regulation as to the form 
of companies’ accounts and the information to be given, 
and to some extent there would also seem to be a tendency 
to direction in the wording of the auditor’s certificate. Our 
position here in Canada in relation to both the public and 
the government is closer to that of our fellow practitioners 
in Britain than to those in the United States, and if you 
consider that this present status is to the interests of the 
community and should be maintained, if not further en- 
larged, we must consider what can best be done to bring this 
about. 

The tendency in Canada would appear to be towards 
regulatory legislation, possibly owing to its being contiguous 
to the United States, but, if we, as a body, feel that it is in 
the best interests of the community to avoid governmental 
direction, except in cases where it is clearly in the public 
interest, the question arises, as to how the profession should 
conduct itself to bring about such a condition. 

In furtherance of our objective the profession, as a 
body, should endeavour to educate the public and govern- 
mental bodies by every possible means as to the steps pres- 
ently being taken by the profession to ensure a high 
standard of education in the principles of accounting and 
ethics of the profession throughout the Dominion, and to 
stress the necessity of our maintaining an absolutely in- 
dependent position so that we may be free to express our 
opinions without being bound by requirements of regulatory 
bodies. The great difficulty of propounding regulations 
suitable for all classes of business and the opinion that 
excess regulation appears merely to tend to confusion should 
also be brought before the public. 

It might be suggested that the ultimate giving of full 
powers to one body of accountants in the Dominion instead 
of the present position of nine Provincial Institutes would 
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be of advantage in that the public could realize that the 
standards of education and ethics of the profession are 
Dominion-wide, and the thought, which is in the minds of 
some of the public today, namely, that the standards vary 
as between Provinces would be dispelled. 

Practitioners might be encouraged to meet more often 
with a view to continuing their education through discus- 
sion of matters relating to accounting, economics and af- 
fairs of the day, and thus offset a feeling which is some- 
what in the public mind, that on obtaining the right to 
use the designation “Chartered Accountant,” the individual 
ceases to continue the study of accountancy, and merely 
carries on, in the majority of cases, his day-to-day work 
with no thought as to any contribution which might be 
made to the common welfare as a result of continued 
studies as suggested, as well as practical experience. 

It has been said that professionalism assumes other 
conditions besides competency, the most vital of which is 
undoubtedly a consciousness of social responsibilities. The 
future of our profession in Canada would appear to be 
linked with the manner in which it discharges its responsi- 
bilities, not only to its immediate clients, but to the com- 
munity, and in this connection our profession as a body 
should take its place in meeting these responsibilities by 
service to the community when called upon. At the present 
time, our profession does not seem to be taking its proper 
place as members of commissions or fact-finding bodies, 
which may be partly due to the lack of appreciation by the 
community that the training and experience of chartered 
accountants should eminently fit them for such duties; and 
partly also to the lack of desire of the great number of 
chartered accountants to assume the responsibility inherent 
in such work. It is realized that such activities consume a 
large part of the time of those called upon to serve, but 
their reward will at least be found in increased prestige to 
the profession as a whole. 
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PUBLIC SERVICE IN A DEMOCRACY* 
By the Hon. James L. Ilsley, 
Minister of National Revenue, Ottawa 


Mr. Chairman, Ladies and Gentlemen:— 


I thought first of speaking to you on a subject per- 
taining to your profession. The Department of National 
Revenue has hundreds of accountants—I think hundreds, 
certainly many scores, of chartered accountants — in its 
service, particularly in the Excise and Income Tax Divi- 
sions; and many of the amendments to the Special War 
Revenue Act and the Income War Tax Act which have been 
made through the years to prevent tax avoidance and tax 
evasion have been drafted as the result of the reports made 
to us by our auditors, assessors and inspectors, most of 
whom belong to your profession. The offices of the de- 
partment witness many intellectual duels between account- 
ants for the taxpayers and accountants for the Crown. A 
Minister of National Revenue therefore develops a very 
healthy respect for accountants and accountancy. On second 
thought, however, I decided that a speech on shop problems 
would be out of place at this banquet and I have accordingly 
selected a subject which I hope will be of more general 
interest, the all-important subject of public service—Public 
Service in a Democracy. 

What is public service? In a sense everyone serves the 
public. The operation of a service station, a department 
store, a law practice, a medical practice — these are in the 
broad sense public service. But they are hardly what I 
mean. I find it extraordinarily difficult to define what I 
mean, and I am afraid I cannot do so without reference 
to motive. I think of a public servant, one who renders 
public service, one who has public spirit, and so forth, as 
a person voluntarily serving any considerable body of the 
public from motives other than those of private gain. This 
definition is not very satisfactory, because it excludes many 
whom we ordinarily consider public servants and perhaps 
includes a few of whom we never think as public servants, 
but it may suffice for my purposes tonight. 

*An address delivered 25th August 1938 at the thirty-sixth annual 
meeting of The Dominion Association of Chartered Accountants, 
Halifax, Nova Scotia. 
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Public service may be non-political or political. Examples 
of those rendering non-political public service are members 
of service clubs, voluntary fire brigades, charitable organ- 
izations, committees for the furtherance of community in- 
terests, patriotic organizations, welfare groups, health 
leagues, and so forth. Some organizations, more or less 
recruited from the public, are not for public service but 
for the promotion of private gain. For example, trade as- 
sociations of employers and similar organizations of work- 
ing men. Some are on the border line, as, for example, 
boards of trade, which in a sense are organized to promote 
the interests of the community and in another sense to 
promote the business interests of their members. 

Political public service is the service rendered by the 
town councillor, the mayor, the alderman, the member of 
the board of control, the county councillor, the warden, the 
member of a Legislative Assembly, the Provincial Cabinet 
Minister, the Premier of the Province, the member of Parlia- 
ment, the Senator, the Dominion Cabinet Minister, the 
Prime Minister. This list is not exhaustive but illustrative. 
You will notice that I assume that the motive for seeking 
or accepting any of these positions is not, at least predom- 
inantly, a pecuniary one. In the great majority of in- 
stances, this is the case. 

There is a large amount of compulsory service of the 
state under dictatorships. There is practically none in 
democracies. Very few acts of public benefit are compulsory 
in a democracy ; indeed, the main one I can think of at the 
moment is the payment of taxes. For this reason demo- 
cracies depend to a much greater degree than dictatorships 
upon voluntary public service on the part of their citizens. 

And the country is full of it. Nothing to me is more 
inspiring than the amazing variety of voluntary public 
service one finds in Canada. On every side we find spon- 
taneous, unregimented activity in the interests of the pub- 
lic. And this is so in the non-political as well as in the 
political field. I have mentioned some of the varieties of 
such service. There are many others. 

The question arises as to whether, other things being 
equal, the person who renders public service is a better 
citizen than the one who does not. The answer to the 
question is not as obvious as it seems. All of us respect 
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the type of man who obeys the law, pays his debts, gives 
his family a good chance in life, and minds his business. 
Is he not just as good a citizen as his neighbour who 
scrambles for a place in the public eye? It is a matter of 
opinion. My own view is that a little public spirit, or, 
better still, a lot, improves the quality of a person’s citizen- 
ship. 

When one considers how largely the functioning of a 
democracy depends upon voluntary public effort, one realizes 
how hopeless the position would be if all our people were 
of the retiring type to which I have referred. I think it can 
be said that everyone should render some public service. 
Whether this should be political or not depends upon the 
aptitudes and opportunities of the person. 

As I know something about political public service, I 
should like to deal with it separately, mentioning some of 
its less pleasing and then some of its more pleasing features. 
It has both kinds—and in fairly large numbers. 

First, among those which I have called less pleasing I 
should like to mention certain elements of the party system. 
This system has, on the whole, served well. Most of us 
believe in the system. Most of us would dislike a partyless 
or one-party state like certain of those in Europe today. 
But to the young man eager for a high type of public 
service, partyism of the extreme type presents some un- 
attractive features. 

First there is “electoralism” and all it implies, especial- 
ly in the financing and conduct of elections. Second, there 
are the appeals to what Sir Wilfrid Laurier, in a great 
phrase, called passion and prejudice. And thirdly, when 
partisan demands become too extreme, there is the difficulty 
of maintaining efficiency and stability in the civil service. 
These developments or accompaniments of partyism can 
be avoided if faithfully dealt with and courageously fought, 
but frequently they crop up to disturb and disgust the 
politician of the right type. 

Another feature of political public service of the “less 
pleasing” type is the continuous and at times intense pres- 
sure of special interests,—sectional, corporate or individual. 
I have often said, and now repeat, that no government can 
be truly efficient unless it continuously places the general 
interest above the particular, the national above the sec- 
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tional. But it is so hard to defend the general interest, 
when everyone is fighting for some special interest. I do 
not know that sectional appeals are as effective here as they 
are in some countries. I was interested in reading the other 
day in a New York magazine quotations from speeches of 
the two candidates in the recent Democratic primaries for 
the United States senatorship in one of the States of the 
Union. The candidates were both prominent. Said one: 
“If you want to swap all you’re getting now from 
the Federal Government for a set of balanced budget 
books down in Washington, then vote for But if 
you want to keep on getting what you’re getting, and 
get some more, too, then vote to keep me in the Senate.” 
Said the other: 
“T’ll get more for you in six years than ol’ — got for 
you in 26 years.” 
I do not think that we go quite as far as that in this 
country but sectional cries here as elsewhere make a tre- 
mendous appeal. As a matter of fact they are justified 
when they are simply demands for justice; the trouble is, 
they are likely to become blind unreasoning pressures 
which, if carried to the extreme, bankrupt the treasury and 
destroy the nation. Fortunately there is a great, quiet body 
of patriotic men and women who love Canada, believe in 
its future and its greatness; and the public man’s knowl- 
edge that they are there, those men and women, even 
though they say very little, gives him courage to resist 
unworthy pressures, defend the general interest and work 
for the common good. 

Still another drawback to public service is misrepre- 
sentation—of facts and of motives. Sometimes one will be 
lied about; more frequently, the case against one will be 
unfairly presented by the stressing of certain facts, the 
suppression of others. Unfair headlining is a familiar ex- 
ample. And then one is always in peril from clever slogans 
and catch-cries. His case may be good when reasoned out; 
but it may be swept away by a phrase. Many a phrase in the 
history of Canada has wrought havoc on opponents; for 
instance,—“The National Policy,” “A British subject I was 
born, a British subject I will die,” “Let Laurier finish his 
work,” “King or Chaos” — I am not saying that these 
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phrases were not based on reason; but many of the public 
were swayed by the slogan and not by the argument. 

Again, public men are often unjustly blamed for the 
unavoidable. Prosperity is represented by the government 
as its handiwork. Depression is attributed to the govern- 
ment by its opponents. I am not for a moment saying that 
governmental policies have nothing to do with prosperity 
or depression; but they certainly haven’t everything to do 
with them. 

Then finally there is a miscellaneous group of discour- 
agements for the man or woman in public service. There 
is the necessity for perpetual self defence and self justifica- 
tion, with a view to averting public misunderstanding and 
unfavourable public reactions. There is the apathy of so 
many people towards what does not immediately concern 
them; for example, national finance. And there is the 
financial sacrifice usually involved in public service, the 
forfeiture of security for one’s wife and family. 

Why then does one follow a career of political public 
service? I am not now thinking of the young man who 
finds himself pitchforked into it, dislikes it, and then drops 
it, but rather of the one who persists in it and follows it 
from choice. Why does he do it? Reasons vary with the 
individual, but let me mention some of the commonest ones. 

I suppose at this stage I should become very solemn 
indeed and ascribe the highest of motives to public men, 
especially to Cabinet Ministers. Those of you who have 
read Sinclair Lewis’s book, “It Can’t Happen Here,” will 
remember what the Hon. Berselius Windrip said. “Those 
who have never been on the inside in the Councils of State,” 
he said, “can never realize that with really high class 
statesmen, their chief quality is not political canniness, but 
a big, rich, overflowing love for all sorts and conditions 
of people and for the whole land. That love and that 
patriotism have been my sole guiding principles in politics.” 
Well, my claims are not quite as high as that. I think 
that the four motives most frequently operative in driving 
men into public life and keeping them there are love of 
the game, desire for prominence and esteem, desire for 
power and love of country. And if you were to ask me which 
is the most common active of the four I couldn’t tell you. 

Let us examine these for a few minutes. First, love 
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of the game. How much there is in this phrase! “One 
crowded hour of glorious life is worth an age without a 
name.” The joy of combat, the excitement of meetings, 
the applause of crowds, the fraternalism of party, the in- 
spiration of co-operative effort—all these play their part. 
It becomes the very breath of life to many and keeps them 
before the public long after prudence has dictated retire- 
ment. 

Second, desire for prominence and esteem. We all have 
the desire for esteem and most of us would like to be prom- 
inent. in some way or another. For one the opportunity for 
prominence comes in business, for another in athletics, for 
another in war, for another in politics. The love of fame, 
in a small way or in a large way, is widespread and helps 
many a‘ public man to put up with the annoyances and dis- 
couragements which I have mentioned. 

Third, desire for power. In many persons this desire 
is deep seated. It is as old as humanity. The man who 
has to say the final word, the man the others have to see, 
the man who really has the say—to be that man, many 
would sacrifice nearly everything else. It is because suc- 
cess in a political career means power that many follow 
such a career. 

And, finally, love of country. No one can deny the 
reality of this. If one were disposed to do so he should 
read what some of the poets have written. We all remember 
those familiar lines of Scott describing the man who had 
no love of country: 

If such there breathe, go, mark him well; 
For him no minstrel raptures swell; 
High though his titles, proud his name, 
Boundless his wealth as wish can claim: 
Despite those titles, power, and pelf, 

The wretch, concentred all in self, 
Living, shall forfeit fair renown, 

And, doubly dying, shall go down 

To the vile dust, from whence he sprung, 
Unwept, unhonoured, and unsung. 

I have tried to lay my hands on some Canadian poetry, 
inspired and infused with love of country, but the Canadian 
verse does not seem to have quite the passion and beauty 
of some of the English verse. Listen to William Ernest 
Henley: 
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What have I done for you, 
England, my England? 
What is there I would not do, 
England, my own? 
With your glorious eyes austere, 
As the Lord were walking near, 
Whispering terrible things and dear 
As the Song on your bugles blown, England— 
Round the world on your bugles blown! 


And consider these two sonnets, written by two English 
poets at different times and separate places, but both set- 
ting forth the feelings of the Englishman upon Gibraltar 
coming into view. First, Richard Chenevix Trench: 


England, we love thee better than we know— 

And this I learned, when, after wand’rings long 
’Mid people of another stock and tongue, 

I heard again thy martial music blow, 

And saw thy gallant children to and fro 

Pace, keeping ward at one of those huge gates, 
Which like twin-giants watch the Herculean Straits: 
When first I came in sight of that brave show, 

It made the very heart within me dance, 

To think that thou thy proud foot shouldst advance 
Forward so far into the mighty sea; 

Joy was it and exultation to behold 

Thine ancient standard’s rich emblazonry, 

A glorious picture by the wind unrolled. 


And then, Wilfrid Scawen Blunt: 


Seven weeks of sea, and twice seven days of storm. 
Upon the huge Atlantic, and once more 
We ride into still water and the calm 
Of a sweet evening, screen’d by either shore 
Of Spain and Barbary. Our toils are o’er, 
Our exile is accomplish’d. Once again 
We look on Europe, mistress as of yore 
Of the fair earth and of the hearts of men. 
Ay, this is the famed rock which Hercules 
And Goth and Moor bequeath’d us. At this door 
England stands sentry. God! to hear the shrill 
Sweet treble of her fifes upon the breeze, 
And at the summons of the rock gun’s roar 
To see her red coats marching from the hill! 


I need not give further examples. We all know that 
love of country, pride in the country’s institutions and 
loyalty to them, provide powerful incentives to public ser- 
vice. I often think of the depth of the loyalties of those 
old Cavaliers and Roundheads, loyalty to the King, loyalty 
to the Parliament. Said Sir Edmund Verney — “I have 
eaten the King’s bread and served him now thirty years 
and I will not do so base a thing as to desert him.” He 
was a Royalist. But no less admirable was the parliamen- 
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tarian, Lenthall, the Speaker of the House of Commons, 
who, when the House was invaded by Charles I with his 
soldiers in their search for the five members, fell on his 
knees and said, when the King asked him if the five mem- 
bers were there: “I have neither eyes to see nor tongue 
to speak in this place, but as this House is pleased to direct 
me.” 

Those loyalties conflicted; but through the centuries 
they have become reconciled so that now a minister can be 
proud of both King and Parliament and loyal to them both. 

No one can take the oath of office as a Privy Council- 
lor, be presented with the Bible, sit in at his first Council 
meeting and be possessed of the realization that now he 
does and must act for and on behalf of the eleven million 
Canadian people, subject only to the ultimate control of 
those people’s representatives in Parliament—that he must 
now, in all faith and loyalty, take his part in advising the 
King or his representative—without being overwhelmed by 
the most profound emotion. This emotion is one of the 
greatest in life, far transcending the lower, minor satisfac- 
tions that I have mentioned. 

I do not know whether it is instinct or sentiment or 
reason that impels Canadians to follow a career which leads 
to the assumption of these responsibilities, but I do know 
that there are many Canadians who, if the opportunity 
of public service arises, can take no course other than that 
of embracing it. 

The minister of imagination and sensibility cannot be 
indifferent to tradition. Behind the chair of the Prime 
Minister are the misty shapes of those great men of the 
past, some of them Canadian, some of them British, who 
felt as we feel and worked as we work for the common 
good. There are Laurier and Macdonald, Gladstone and 
Disraeli, and further back, the Younger and the Old Pitt, 
and in the still more remote recesses of the room, those 
illustrious leaders of an earlier age who laid the foundations 
of our parliamentary system of government. 

It was under these that England expanded into an Em- 
pire. It was under these that great artists and scientists 
and poets spread the fame of the Anglo-Saxon abroad, that 
great soldiers and sailors brought lustre and glory to 
Britain. It was under these and by virtue of their states- 
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manship that revolution has been averted and Britain and 
her dominions have maintained their sanity, their stead- 
fastness and their stability. 

No career can be greater than the carrying on of the 
traditions established by generations of statesmen in the 
Old Land and in this. No career is more honourable than 
that of public service in a British democracy. 


THE PROFESSION IN THE UNITED STATES* 
By William C. Heaton, New York City 


find it very pleasant to be in this beautiful and inter- 

esting country. It is an honour and a privilege to appear 
on the programme at the annual. meeting of The Dominion 
Association of Chartered Accountants. Although I recog- 
nize that I am here because of the fortuitous circumstance 
that, for the moment, I happen to hold an official position 
in the American Institute of Accountants, the national as- 
sociation in the United States, nevertheless I find not only 
pleasure but a certain satisfaction in being here and learn- 
ing from your deliberations. I think you know that what 
I shall say represents my personal understanding of facts 
and my personal opinions, and nothing more. 

ok bd * 


It was suggested that I tell something of what is and 
has been going on in the United States. It was announced 
that I would talk on “The Profession in the United States.” 
I think it should be made clear at once that I do not here 
attempt to give a comprehensive statement concerning the 
profession in my country but rather that I shall comment 
upon some of the things I have observed or have learned 
from my practice, from activity in professional organiza- 
tions, from reading and from my friends and associates 
among professional accountants. 

Among other things, I have read almost entirely the 
book entitled “Fiftieth Anniversary Celebration of the 
American Institute of Accountants.” The celebration was 





*A paper read 25th August 1938 by the Vice-President of the 
American Institute of Accountants at the thirty-sixth annual meeting 
of The Dominion Association of Chartered Accountants, held at Halifax, 
Nova Scotia. 
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held last October in New York. Some of you attended. 
As I reflected upon its contents, I thought it might well 
have had a sub-title, “A Thesaurus of Information, His- 
torical, Current, Practical and Philosophical.” It is a valu- 
able book without which an accountant’s library is incom- 
plete. I say this without national pride for it contains 
contributions of accountants from Canada, England, Scot- 
land and other countries as well as from my own country. 

As I have observed changes in accounting practice in 
the United States during the past ten or fifteen years and 
talked with my fellow accountants, and read the literature 
published in increasing volume, I have noted one central 
fact, namely, that the practising public accountant is held 
more and more strictly to an accountability for the excel- 
lence or shortcomings in his work. And so it will be noted 
that the theme of the first portion of these comments is 
the increasing responsibility of professional accountants 
coupled inevitably with an enlargement of their opportu- 
nities and greater accomplishments. 

Legal Responsibilities Clarified 

Almost invariably in accountants’ statements (rather 
inaccurately called “certificates”) we find the expression 
“in our opinion” and we have said “after all we are only 
expressing an opinion and if it is honestly given, no one 
can sue us or put us in jail, even if we are mistaken.” We 
have been aware that if our opinion is not generally reliable 
and sound, our practice will suffer. That fact, coupled with 
the nature of our calling and the generally high character 
of practitioners, has led to an excellence of work of which 
in general we are rightly proud. It is now over seven and 
a half years since our sense of security was rather violently 
shaken by a decision in one of our state courts. Then for 
the first time we became generally and pretty clearly aware 
of the basic legal concepts which defined our responsibilities 
to the public, that is to that portion of the public which, 
relying upon our reports, might suffer from material errors 
therein. 

I shall not attempt an analysis of the decision (indeed, 
as a layman in the law, I doubt my ability to give an ade- 
quate analysis of it). I shall, however, quote sentences 
from it and comment briefly, but sufficiently I hope, to make 
plain its bearing upon the theme I have undertaken to 
develop. 
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We have always understood that under the law of con- 
tracts we have a responsibility to the organization with 
which we contract to make an examination. Before the 
decision referred to, most of us at least, had not understood 
under what circumstances, our responsibility might extend 
to others, to others of whom perhaps we may never have 
heard until summoned to answer for alleged material errors. 

In general it may be said that we are answerable for 
negligence to those with whom we have contracted for 
services. For fraud, we may be answerable to others. 
Negligence, even gross negligence, is not fraud; but (and 
this is the crux of the matter) gross negligence may be 
evidence in support of fraud. The decision warns that the 
expression of an opinion, when the examination is not suf- 
ficient upon which to base an opinion, may be held to con- 
stitute fraud. 

Let me quote isolated sentences from the decision with 
the warning that one must read the complete document to 
understand clearly its meaning: 

“Fraud includes a pretense of knowledge when knowl- 
edge there is none.” 

Again: “Even an opinion, especially an opinion by an 
expert, may be found to be fraudulent if the grounds sup- 
porting it are so flimsy as to lead to the conclusion that 
there was no genuine belief back of it.” 

Again: “In this connection we are to bear in mind the 
principle already stated in the course of this opinion that 
negligence or blindness, even when not equivalent to fraud, 
is none the less evidence to sustain an inference of fraud. 
At least this is so if the negligence is gross.” 

Again: “Misjudgment, however gross, or want of cau- 
tion, however marked, is not fraud. 

Again: “Verification by test and sample was very likely 
a sufficient audit as to accounts regularly entered upon 
the books in the usual course of business” .. . . “How far 
books of account fair upon their face are to be probed by 
accountants in an effort to ascertain whether the trans- 
actions back of them are in accordance with the entries, 
involves to some extent the exercise of judgment and dis- 
cretion. Not so, however, the inquiry whether the entries 
certified as there, are there in very truth, there in the form 
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and in the places where men of business training would 
expect them to be.” 

Again: “...., public accountants are public only in the 
sense that their services are offered to anyone who chooses 
to employ them. This is far from saying that those who do 
not employ them are in the same position as those who do.” 

Enough has been quoted to indicate that in the decision, 
professional accountants in the United States found a 
clarification of their responsibilities under the law which 
before had been less well understood. 

The decision, rendered in January 1931, naturally was 
followed by a reorientation of our relation to those who 
employ our services. We were able to speak with greater 
authority concerning the extent of our examinations and 
the related statements of opinion concerning the balance 
sheet and income statement. 


Changes in Statutory Law 


Two years later, in 1933, we had occasion for further 
reorientation. As a part of the reform programme started 
in the United States in that year, a federal law, known as 
The Securities Act of 1938, was passed. 

Again the professional accountant found his sense of 
security rather violently shaken. It was hard for us to 
abandon the point of view developed through the centuries 
and embodied in British common law: “A man is innocent 
until he is proven guilty.” The point of view was not 
reversed in the law, but defense was made difficult by plac- 
ing the burden of proof on some points, upon the defendant. 
The realization that we, as well as engineers, lawyers and 
corporation executives and directors, must to a substantial 
degree, bear the “burden of proof’? should we become in- 
volved in litigation under the Act, caused many hours of 
thoughtful consideration. 

To quote from Andrew Stewart: “The passage of the 
Securities Act on 27th May 1933, caused something of a 
panic in the profession for two principal reasons: (1) 
Because of the unreasonable degree of liability imposed on 
accountants and (2) because it was feared that the enorm- 
ous powers conferred originally on the Federal Trade 
Commission and later transferred to the Securities and 
Exchange Commission, which included the power to pre- 
scribe forms of financial statements, might not be wisely 
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administered. The first of these causes of alarm was 
removed, in large measure, by amendments to the Securities 
Act passed in 1934, by which the basis of recovery was 
made more reasonable and the period within which action 
could be taken was reduced from ten to three years.” Later 
in his paper on the subject, Mr. Stewart said: “The com- 
mission” (referring to the Securities and Exchange Com- 
mission) “approached its problems at the outset by calling 
a group of prominent accountants into consultation and 
asking them to appoint a committee to co-operate. .... It 
is obvious that with the close harmony which has existed 
between the commission and the profession, the influence 
of the commission, backed by the effective powers which 
it possesses, has been in the direction of insisting on the 
presentation of financial statements prepared in accordance 
with sound accounting principles.” He said further: “The 
profession of accountancy, therefore, acclaims the assistance 
received from the commission in carrying out the highest 
ideals of the profession.” 

Perhaps reference should be made to other laws with the 
briefest of comments. 

Our tax laws, federal, state and municipal, similar to 
yours in many respects, quite divergent in others, have 
had a profound effect upon accounting practice. 

Our anti-trust laws, less directly but no less truly, have 
affected business practice and therefore accounting prac- 
tice. 

The Robinson-Patman Act designed among other things 
to protect smaller business units from alleged unfair prac- 
tices by their larger competitors, has brought new and 
substantial changes in cost accounting procedure. 

Laws affecting municipal accounts have in the more 
progressive states offered opportunities to accountants to 
disclose more clearly and more accurately the financial 
affairs of cities and other government units. 

I believe that there is general agreement that the in- 
terpretation of the common law relating to negligence and 
fraud as affecting the responsibility of accountants and 
the changes in statutory law to which reference has been 
made, have vastly increased the responsibility of profes- 
sional accountants and correspondingly increased their 


NOVEMBER, 1938. 355 








THE CANADIAN CHARTERED ACCOUNTANT 


opportunities for service, and strengthened their efforts to 
meet the requirements of sound accounting practice. 

It may well be asked in what respects has accounting 
practice been affected? Perhaps the two most important 
ways have been: (1) increased emphasis upon consistency 
in the statement of accounts and (2) a marked tendency 
toward more adequate disclosure in reports. 

As to consistency, we think particularly of depreciation 
and the valuation of inventories. In respect of each there 
are accepted methods which may differ one from another, 
but which when consistently used from year to year pro- 
duce reasonably satisfactory results. 

As to adequate disclosure, we think particularly of two 
things: (1) disclosure of inconsistencies in accounting 
procedure and (2) disclosure in greater detail of material 
facts. 

Importance of Income Statement 


In a discussion of the profession in the United States, 
one should not fail to mention the growing recognition of 
the importance of the income statement. This applies to 
the purposes of both the extension of credit and the pur- 
chase and sale of securities. I recall listening some twelve 
years ago to an address on credit delivered by a bank 
officer. After he had finished he was asked: “For credit 
purposes, how do you regard the fixed assets of a manu- 
facturing concern, which, as you know, are stated at book 
values, perhaps at amounts materially more or less than 
appraised values?” He replied: “I look at the income state- 
ment. If the concern is consistently making reasonable 
profits, I take them at the stated values. If it is not, I 
disregard them altogether.” Surely, in the absence of 
opposing factors, a corporation that does not realize profits 
from the use of the assets in which its capital is invested 
is in a weak credit position and may not claim great value 
for its securities. 

Accounting Principles 

We have, particularly in more recent years, heard a 
good deal about “accounting principles,” sometimes spoken 
of as “accepted accounting principles.” As has been fre- 
quently pointed out, it is sometimes not easy to distinguish 
between principles and rules or conventional methods of 
application of principles. A considerable amount has been 
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published on the subject. I might mention an illuminating 
article entitled “To what extent can the practice of account- 
ancy be reduced to rules and standards” by Gilbert R. 
Byrne, published in the Fiftieth Anniversary Celebration 
book to which reference has previously been made. The 
subject is of the greatest interest and importance to pro- 
fessional accountants, more especially because of the ever 
increasing influence being exercised by numerous govern- 
ment bureaus and commissions. Armed with authority 
conferred by law and influenced by the purposes for which 
it was created, each issues rules and regulations with which 
individuals and organizations must comply. Many, very 
many, relate to accounting. The influence of the Interstate 
Commerce Commission, the Securities and Exchange Com- 
mission and others, is far reaching. 

In his address on Accountancy and the Law, published 
in the May Journal of Accountancy, Mr. A. A. Berle, Jr. 
said: “Implicit in the more or the less ambitious plan is 
the hope that accountants will continue to be fertile in 
theoretical and professional discussion. Granted open, 
reasoned decision, and the professional comment, criticism, 
and review begin to operate. The only places where the 
United States Supreme Court can be overruled are the law 
schools and the law reviews. The only practicable method 
of checking a foolish or unwise administrative ruling on 
accounting is in the technical journals and the proceedings 
of the associations. In the law, we know that the long 
process of recorded study ultimately serves as a corrective 
upon the most powerful courts; and the case for that cor- 
rection is infinitely stronger in a relatively new field like 
that of accountancy. Wanting that continuous interplay 
of professional opinion and quasi-legal decision, your pro- 
fession may well slip into a morass quite as deep as the 
valley from which it has climbed; having freed itself from 
the chains of servitude to businessmen, it may all too 
easily, find itself merely the ciphering agency for virtually 
unreviewable bureaucrats, It took time to teach merchants 
that they could not give orders to accountants as to what 
their figures should show; and the profession must never 
drop to the point where its members are in demand primar- 
ily because their opinions will change whenever a sub- 
examiner, for reasons not put on the record, wishes a 
different arrangement of figures.” 
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Independence of Opinion 

From the earliest days in the British Isles and later in 
Canada and the United States, the key words of professional 
accountants have been “integrity and independence of 
opinion.” To present financial statements without omission 
of material facts in a way to make them illuminating to 
those who read our reports, is a task requiring great skill 
and understanding. The task is a challenge to the ability 
and integrity of practising accountants. 

Increasingly, particularly with smaller and medium 
sized business units, when a report is rendered by the 
accountant, he is addressed by those responsible for the 
management: “I have read your report, what does it re- 
veal to you?” Then: “Yes, I agree with you, now, what 
do you think it is practicable to do?” Then: “How can 
we do it?” That occurs especially with enterprises too small 
to have a comptroller, with sales of a few millions only or 
less. The role of business adviser has been pressed upon 
accountants particularly those with a smaller clientage and 
serving smaller enterprises. It offers opportunities but has 
its dangers. Most responsible accountants endeavour to 
limit their work to little beyond what may be called their 
usual or traditional service. There are, however, forces 
stronger than the will of individuals. 

Natural Business Year 

Let me mention in succession a few other things which 
are occupying the attention of professional accountants both 
through their associations and as firms or individuals. 

The natural business year has been given a good deal 
of attention. Prior to 1909, businesses in the United States 
had to a large extent adopted fiscal years ending on dates 
corresponding to their cycles of business activity. In that 
year the federal government enacted a tax law requiring 
reports on a calendar year basis. During the ensuing four 
years while the law was in force many corporations changed 
to the calendar year. Since 1913 when our first income 
tax law was enacted, they have been privileged to report 
for years ending at the close of months other than Decem- 
ber. During the past few years a number of organizations 
have united with the American Institute of Accountants 
to draw the attention of business to the advantages of 
adopting the business year natural to the industry. 
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Better Municipal Accounting 

Group studies have been made of accounting problems 
for various industries, such as public utilities, mining, de- 
partment stores and publishing, to mention but a few. 

Perhaps one study deserves special mention because it 
is imbued with a public interest. I have asked George P. 
Ellis who represents the American Institute of Accountants 
to write for me a brief statement concerning the National 
Committee on Municipal Accounting and I quote his reply: 

“The growing burden of state and local taxation and 
the ever increasing functions undertaken by these units 
of government for their citizens, point the need and 
the importance of better accounting to cope with this 
great problem. 

“Realization of this need brought together represen- 
tatives of accounting, educational, and public finance 
officers’ groups for a conference in the year 1933. As 
a result of this conference The Committee on Municipal 
Accounting was organized in the year 1934. This com- 
mittee is made up of representatives from the following 
organizations: 

“American Institute of Accountants 

American Accounting Association (formerly known 
as The American Association of University In- 
structors in Accounting) 

National Association of Cost Accountants 

American Municipal Association 

Municipal Finance Officers Association 

International City Managers Association 

National Association of State Auditors, Comptrol- 
lers and Treasurers 

National Municipal League 

“The Federal Bureau 0! the Census has also assigned 
a representative to work with the National Committee. 

“The stated purpose of the National Committee is— 
‘To develop uniformity of principles and of standard 
procedures toward which varying state requirements 
can be shaped. The Committee sets for its particular 
goals the development of sound fundamental principles 
and the formulation of a correct terminology.’ 

“The committee felt that reports filed with any 
agency are uniform only to the extent that preliminary 
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work in the accounting has been carried out with re- 
spect to principles, terminology, and classification. It 
felt that for proper control of public expenditures a 
common terminology classification should be used con- 
sistently through the budget accounts and the reports. 

“The committee has been able, through money made 
available by one of the research foundations, to carry 
on a scientific piece of research work with a suitable 
technical staff. The results have been published in a 
number of books and pamphlets. 

“Each representative of the constituent organization 
has, as an advisory committee, the Committee on Gov- 
ernmental Accounting of the organization he represents. 
All publications before they are published, even in tent- 
ative form, are submitted to these advisory committees 
for comment and suggestion. The American Institute 
of Accountants’ representatives have played an import- 
ant part in the research work and also in the presenta- 
tion of the work of the Committee to accountants, public 
officials, civic bodies, etc., throughout the United States. 
This work has been developed through meetings spon- 
sored by the State Societies of Certified Public Ac- 
countants who have invited state, county, and city of- 
ficials, and members of various civic bodies, to co- 
operate in sponsoring meetings at which the work of 
the committee and the need for education have been 
presented by a member of the American Institute of 
Accountants’ Committee on Governmental Accounting. 
As the result of these meetings, many state societies 
have and are sponsoring educational programmes in 
their own groups. 

“Recently a two-day conference on municipal ac- 
counting was held in the City of Chicago, under the 
sponsorship of the Committee on Governmental Ac- 
counting of the American Institute of Accountants. At 
this meeting a representative of every possible group 
interested in the problem was invited to speak to the 
conference from his point of view. 

“In many states, legislation is being sponsored by 
state societies of certified public accountants to provide 
uniform accounting systems and better auditing, based 
on the recommendations of the National Committee on 
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Municipal Accounting. A number of states are also 
developing manuals to be used as a guide to the smaller 
sized units. These, too, are based on the work of the 
National Committee. As a result of this co-operative 
joint activity, there has developed a fine spirit of co- 
operation among the professional accountants and fin- 
ance officers of our governmental units.” 
* ok ae 


On a subject so broad as The Profession in the United 
States, one might speak at much greater length but I shall 
tax your patience no longer. I am aware that this presen- 
tation has, of necessity, been somewhat fragmentary, 
touching upon a variety of related elements of the greater 
whole. I hope, however, you have discerned the underlying 
thesis: that the profession in the United States has en- 
deavoured to understand its problems, technical and pro- 
fessional; that it is consciously and with reasonable suc- 
cess, we believe, working for their solution. 

We are living in the midst of tremendous changes, 
political, economic and social. The changes are world wide. 
Your country and mine are experiencing them. In the 
evolutionary process of adapting ourselves to them, we are, 
I hope and believe, successfully clinging to the fundamental 
requirement for our professional work— intelligent, honest 
and independent service. 
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ACCOUNTANCY EXAMINATIONS OF CANADA* 
By Austin H. Carr, Toronto, Ontario 


Mr. Chairman and Members of 
The American Institute of Accountants: 


This is not the first time that I have had the opportunity 
of attending your annual meeting. I have been present at 
several within the past ten years; and less than a year ago, 
with a dozen or more other members of our Association, 
I attended that memorable meeting in New York to cele- 
brate the fiftieth anniversary of your Institute. I have 
looked forward in happy anticipation to this week. One 
cannot be present at conventions such as yours without 
having at the close not only a feeling of happiness at meet- 
ing so many kindred spirits but also a sense of satisfaction 
from hearing papers read and discussions held on a variety 
of subjects of interest to members of our profession. 

At the annual meeting of the Dominion Association held 
in Halifax last month we had the privilege of hearing an 
interesting paper by your Vice-President, Mr. Wm. C. 
Heaton, on the progress of the profession in the United 
States. We congratulate you on that progress. I welcome 
today’s session as an occasion for learning more about the 
education and the background of those entering the account- 
ing profession in the United States and in Great Britain, 
and shall try to tell you something about our own profes- 
sion in Canada. 

You have asked me to speak on “Accountancy Examina- 
tions of Canada,” and I am assuming that my remarks 
should be confined to the examinations in the strictly pro- 
fessional subjects of accounting, auditing and kindred 
subjects, excluding those in the curricula of the high 
schools, universities and other educational institutions of 
the country. 

As an examination is the testing of knowledge or ability 
of candidates by questions oral or written, I shall endeavour 
to outline as briefly as possible the system generally in use 
in Canada for qualifying people for our profession—that 





*A paper read by the Secretary-Treasurer of The Dominion Asso- 
ciation of Chartered Accountants at the fifty-first annual meeting of 
the American Institute of Accountants held in Cincinnati, Ohio, 26th 
to 29th September 1938, and published herein with the kind permission 
of the Institute. 
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is, to become members of a provincial institute of chartered 
accountants. In order for me to do so, it will be necessary 
to refer first to what is antecedent and complementary to 
those examinations; then when I come to discuss the ex- 
aminations themselves, perhaps we shall more readily 
appreciate the place which they have in that system of 
education. 

History and Growth of the Profession—According to 
our records the beginnings of the profession in Canada date 
back almost sixty years. I mention this because the growth 
of the nine provincial institutes has not been recent; their 
educational aims and ideals had their foundations long be- 
fore most of the present members were born. As early as 
1864 the parliament of Canada had passed statutes govern- 
ing the administration of bankrupt estates, and under this 
legislation the creditors of an insolvent debtor could name 
an assignee to administer and distribute the estate. Some 
of the accountants’ offices established at that time for the 
handling of these estates have maintained a continuous 
existence down to the present day. This circumstance and 
the close relations existing between the financial centres of 
Montreal and Toronto and those of Scotland and England, 
where chartered accountants had become organized, helped 
to encourage the development of accountants’ societies in 
these two Canadian cities. In 1879 “The Association of 
Accountants in Montreal” was formed and the following 
year was granted a charter of incorporation by the Quebec 
government. In 1879 the accountants of Toronto also 
formed themselves into an association, and were granted 
a charter in 1883 under the title of “The Institute of Chart- 
ered Accountants of Ontario.” Similar institutes were in- 
corporated in Manitoba in 1886 and in Nova Scotia in 1900. 
In 1902 The Dominion Association of Chartered Account- 
ants received its charter from the Dominion Parliament, 
and during the following years institutes were formed in 
the other five provinces of Canada—British Columbia, Sas- 
katchewan, Alberta, New Brunswick and Prince Edward 
Island. 

Because of these close relations with Great Britain, there 
was a considerable influx of professional accountants to our 
country during the years prior to and following the turn of 
the century. Having had the ideals of the profession in- 
stilled into them in the Old Land and having become at 
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once identified with the hopes and similar aims and ideals 
of the comparatively new societies in the Dominion, they 
helped in the spread of the professional atmosphere in the 
country of their adoption. Moreover as these new members 
from abroad were familiar with the system and the opera- 
tion of their parent institutes, the structure and the in- 
ternal organization of the British accountancy bodies be- 
came models for the Canadian societies. Willing helpers 
from the British Institutes are to be found today through- 
out the profession in Canada, and I can name many out- 
standing members who have rendered and continue to 
render valuable assistance on committees and in other ca- 
pacities in our provincial societies and the Dominion Asso- 
ciation. 

From their inception the provincial associations of 
chartered accountants have taken seriously the respon- 
sibility placed upon them by their charters. Let me quote 
from the act of incorporation of the Manitoba Institute— 
one of the early societies—which is typical of the provisions 
of the charters of the other provincial institutes. 

The objects and powers of the Institute shall be to 
promote and increase, by all lawful means, the knowl- 
edge, skill and proficiency of its members in all things 
relating to the profession of a Public Accountant, and 
to that end to establish classes, lectures and examina- 
tions, and prescribe such tests of competency, fitness 
and moral character as may be thought expedient to 
qualify for admission to membership, and to grant diplo- 
mas to such members enabling them to use the dis- 
tinguishing letters “C.A.” (Chartered Accountant) as a 
certificate of such membership. 

The Institute may establish classes of Students-in- 
Accounts and may make arrangements with any uni- 
versity or college in Manitoba for the attendance of 
Students-in-Accounts at such lectures or classes in such 
university or college as may come within the course of 
subjects prescribed by the rules, by-laws and regulations 
of the Institute. 

The Council may— 

(a) Prescribe a curriculum of studies to be pursued by, 

and term of service of, the students; 
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(b) Determine as to the fitness, moral character and 
habits of persons applying to be examined; 

(c) Prescribe the subjects upon which candidates for 
membership shall be examined; 

(d) Fix standards of skill and competency; 

The Council shall hold examinations at least once 
in each year. 

Any person not under the age of twenty-one years 
who shall have satisfied the Council as to his fitness, 
moral character and habits, and as to his skill and com- 
petency, and who shall have passed the examination of 
the Institute and paid the fees fixed by By-law, shall 
be entitled to become a member of the Institute. 


It was the natural thing for our Institutes to adopt as 
the system of training their recruits for the profession 
something similar to that which had proved satisfactory 
and workable in Great Britain, namely the system of ap- 
prenticeship, the organization of students’ societies, and the 
writing of examinations at three stages of the student’s 
period of articles. Our institutes, however, did not stop 
there; they have carried that system a step farther, and 
as I shall presently explain to you, outo stanced other ac- 
counting associations in the training and education of their 
students. What are the main features of this system of 
compulsory service, education and examinations in Canada? 


Students under Articles—One of the most important 
features of our system is the course of practical training. 
A young man having reached the age of seventeen years 
and wishing to qualify as a chartered accountant, must 
obtain employment in the office of a practising chartered 
accountant and serve an apprenticeship of five years. Be- 
fore engaging him, the principals of the firm must satisfy 
themselves that such applicant has the personal qualities 
and the capacity necessary for the normal type of profes- 
sional accountant. The selection of young people for this 
service carries with it grave responsibilities. As we all are 
aware, the typical professional accountant, in addition to 
being generally well informed, must be possessed of intel- 
lectual powers and have developed a high degree of intel- 
ligence; he must be practical and not academic since his 
daily work has to do with the practical matters of business 
affairs; he must be capable of concentration and of discern- 
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ing in any problem the main as distinct from the subsidiary 
factors; and he must, moreover, be possessed of personality 
and high character and be prepared to put professional 
ideals before personal interests. With this picture of the 
attributes and qualifications to be desired in the members 
of the profession, the principals have to decide if the would- 
be apprentices have the latent qualities to measure up to 
those standards and requirements. The personal interview 
with the applicant, the official record of his academic at- 
tainments, the references respecting his character and other 
credentials, are usually the basis for selection, and together 
with a period of probation determine the final engagement. 

The probationary period is not yet uniformly fixed in 
all our Institutes. As an illustration, one Institute regards 
the student as on trial during his first year — until the 
results of his primary examinations are known. In other 
cases he is considered as on probation throughout the whole 
period of his training. There are students who have an 
insatiable thirst for knowledge but who fail to make proper 
use of it after it is acquired. With their wisdom they do 
not get understanding. The principal must accept his re- 
sponsibility and discuss at any point in such student’s period 
of service the futility of his continuing further. Some firms 
indicate to the student on admitting him to employment 
that the first few months are a probationary period, at the 
end of which the student may withdraw or the firm may 
terminate the engagement without hard feelings on either 
side. 

As soon as an applicant is accepted by a firm of chart- 
ered accountants he will become registered as a student in 
the Institute of the province where he resides so that he 
can at once enter upon his technical studies. 

Students’ Societies—From the earliest days of the In- 
stitutes the students’ societies have had a prominent place 
in the educational system of the profession in Canada. 
Study groups are formed in cities wherever there are suf- 
ficient students to form a nucleus of a class and their ac- 
tivities include lectures, the reading of papers and class 
discussions. Every encouragement is given by the members 
of the Institutes to promote the usefulness of these organ- 
izations and to foster an esprit de corps in its members. 
When lectures are desired on particular accounting subjects, 
there are members ready and willing to give assistance. 
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The benefits of a students’ society can hardly be over- 
estimated. It is a useful field of work and affords an op- 
portunity for self-expression; it is a training school for 
those who have the capacity and the ambition to become the 
administrators and future leaders of the profession. 

As an illustration of its activities, the Quebec students’ 
society last year, as a supplement to the regular courses 
of instruction, formed groups for the study of cost account- 
ing, business investigations and re-organizations, financial 
statements—their analysis and use; budgeting, and income 
tax legislation. Weekly meetings of these groups were held, 
and a number of the members of the Institute were always 
present. As some indication of the seriousness of their 
studies, I may add that about a month prior to the regular 
Institute examinations and with the assistance of practising 
chartered accountants, test examinations were set and writ- 
ten under examination conditions and the answer papers 
graded and returned to those who wrote. 

Courses of Instruction — While the students’ societies 
have had and still have a place in student training, mem- 
bership in most of them is wholly voluntary and their exist- 
ence has been no guarantee that all who might participate 
have taken advantage of such technical instruction as was 
offered. Classes of instruction in advanced accounting and 
allied subjects outside these lectures were not readily avail- 
able and such correspondence courses as were given by 
private institutions were inadequate. When I state that 
each of the nine provinces of Canada has full control of 
its educational system and that each accepted at its incep- 
tion the responsibility for the educational standards of its 
students, it is not surprising that the conditions which I 
have just described aroused the councils or governing bodies 
of the Institutes to action. Today every Institute has made 
arrangements whereby a course of training adequate to 
their needs is made available to its student body. 

Methods or courses of instruction are not uniform 
throughout the Institutes, and I shall refer first to the 
system of instruction developed by the Ontario Institute 
for its students sixteen years ago and now being used by 
four Institutes—Alberta, New Brunswick, Nova Scotia and 
Ontario. 

The determination of the Ontario Institute to break new 
ground in educational facilities came after a careful and 
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exhaustive study of the whole question of the technical 
education of its students; and the decision to establish offi- 
cial courses of instruction was taken after much delibera- 
tion of the Institute. While its statutory responsibility as 
an educational body, the inadequacy of the students’ so- 
cieties and the defects of privately conducted instructional 
facilities were influencing factors, possibly of greater 
weight, (as was also the case in the other Institutes), were 
the advantages accruing from official observation and con- 
trol of the progress of each student and the desirability of 
giving the students effective instruction at cost. 


How was the instruction to be provided? Several means 
were considered and finally the correspondence method was 
decided upon. The main reasons for the choice were that 
a correspondence course is adapted where instruction is 
to be combined with practice, as the one is the logical com- 
plement of the other, and it has a particular application 
to cases where the number of students is large and where 
they are scattered throughout the province. The fact had 
already been established that study by correspondence is 
well suited to the student who is relatively mature and has 
a firm purpose in his work. To a greater degree than in 
classroom instruction the extramural student must depend 
on his own stimulus and persistence. The Institute, having 
made up its mind, had courses of instruction prepared, the 
writing of many of the lectures in the special subjects being 
done by practising members of the Institute. Queen’s Uni- 
versity at Kingston—an outstanding educational institu- 
tion, with a half century of experience in extramural in- 
struction — was chosen as the body to administer the 
courses. 

The Institute has five yearly courses in operation—one 
course of twenty-six lessons for each of the five years of 
practical experience which all candidates for the final exam- 
ination, other than university graduates, are required to 
serve. Students must complete according to schedule all the 
weekly assignments of questions and problems and obtain 
satisfactory grades before being permitted to write the 
examinations. 

In the Institutes of British Columbia, Manitoba, Quebec 
and Saskatchewan, most of the students are in or near a 
metropolitan area which has made it convenient for each 
Institute to arrange with a university for regular classes 
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of instruction. For instance during the first year, the stu- 
dent of the Manitoba Institute attends the university classes 
in Winnipeg in English (48 lectures with two examinations), 
mathematics and accounting each consisting of twenty-five 
lectures and one examination. For the intermediate exam- 
ination there are twenty-five lectures in each of the account- 
ing courses of the second and third year with two examina- 
tions, and twenty lectures in each of the auditing courses 
of these years with two examinations. At the conclusion of 
the third year the intermediate examinations consisting of 
three papers in accounting and two in auditing are written. 
In the fourth year there are thirty lectures altogether in 
accounting and auditing, and in the fifth year twenty-four 
lectures in accounting and twenty in auditing. The final 
examination consists of four papers in accounting and two 
in auditing. During the second, third and fourth years, 
students must also pass certain courses of the university in 
law and economics. 

In recent years the Dominion Association through the 
Students’ Department of THE CANADIAN CHARTERED ACCOUNT- 
ANT has been making a helpful contribution to students’ 
studies. Every month there are published a number of 
problems taken from the examination papers of the In- 
stitutes together with the unofficial solutions. This De- 
partment has become of so great interest and help that near- 
ly every Institute provides each of its students with an 
annual subscription to the Magazine. 

With a view to giving further assistance in the study of 
accounting, about two years ago our Association appointed 
a Terminology Committee with Mr. John Parton of Win- 
nipeg as chairman. The committee is performing a fine 
work and is publishing monthly in THe CanapIAN CHARTERED 
AccounTANT instalments of an accounting dictionary for 
Canadian use. These terms and definitions are being pub- 
lished also in loose-leaf form and distributed to members 
of the Association. 

Examinations—I shall not burden you with further de- 
tails of the educational courses of the Institutes, but should 
anyone be sufficiently interested to enquire further I have 
particulars with me. While the programmes of the several 
Institutes are designed and planned to meet the require- 
ments of their examinations, I want to emphasize the fact 
that the courses for students are regarded by the Institutes 
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not as a means of coaching for examinations but primarily 
as education for the practice of a profession with large and 
increasing legal and moral responsibilities. 

This is the place, then, which the examinations have in 
the programme of education. I have already referred to 
the examinations of the Institute in Manitoba. In the case 
of Alberta, New Brunswick and Ontario, where there are 
uniform examinations, the student will, at the end of his 
first year, write the primary examination consisting of 
four papers—two in accounting and one in each of mathe- 
matics and law; at the end of the third year, the inter- 
mediate examination consisting of six papers—two in each 
of accounting, auditing and law; and at the end of the fifth 
year, the final examination consisting of six papers—two 
in each of accounting and auditing, and one in each of eco- 
nomics and business investigations. 


The Dominion Association of Chartered Accountants 
was, as I already mentioned, incorporated thirty-six years 
ago, yet it is only within the past decade that it began to 
function as an effective co-ordinating body for the nine 
provincial institutes. For years these societies have held 
separate study classes and have prepared separate examina- 
tion papers and marked the candidates’ papers. Yet there 
is co-operation in other directions. In general, reciprocity 
of membership exists between the Institutes. When a 
candidate qualifies for and is admitted to membership in 
any Institute he automatically becomes a member of the 
Dominion Association. On application to another provincial 
Institute he may be admitted to membership therein on 
payment of the necessary fees, although some Institutes 
have the proviso that he must have completed the term of 
service with a practising chartered accountant as required 
by the admitting Institute. Naturally the Institutes have 
been asking themselves why this multiplication of work and 
unnecessary expenditure of effort and money. In conse- 
quence steps were taken a year ago towards the adoption 
of uniform examinations and a standardized programme of 
education. No Institute regards its courses of instruction 
for students as perfect; so by a process of selection and 
adaptation, the committee now engaged on the important 
task of preparing a syllabus for all the Institutes is bring- 
ing the day closer when there will be a co-ordination of the 
courses of instruction and one set of examination papers. 
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Then we shall reap the fruits of co-operation and the 
benefits of pooling mental and material resources. May I 
at this point congratulate the American Institute of Ac- 
countants on its wonderful attainment in uniform examina- 
tions, for I understand from Mr. Carey that no less than 
forty-three state societies are now using the examinations 
of the American Institute. 

University Graduates—A university graduate who reg- 
isters as a student-in-accounts is granted certain exemp- 
tions, but these exemptions are not uniform throughout 
the provincial Institutes. There are some Institutes which 
exempt him from two years’ service and the courses of 
study of the first two years, depending on the academic de- 
gree which he holds. Other Institutes are much less gen- 
erous, and still others grant no exemptions whatever. At 
the annual meeting of our Association this year it was 
recommended that any allowance of service be limited to 
one year only. Why this limitation? 

All of us recognize that a cultural education has its 
advantages for the man entering our profession, provided 
he possesses certain necessary qualities. Enthusiasm for 
routine work, the exercise of care in details, and keenness 
of perception often have been found lacking in the uni- 
versity graduate; while the student of moderate powers 
who has cultivated these qualities passes him in the race. 
Genius has been defined as an infinite capacity for taking 
pains. It is unfortunate that all too often the college grad- 
uate will not trouble sufficiently about the details which 
are an essential part of the beginnings of his career in an 
accountant’s office. He is apt therefore to minimize the 
value of disciplined effort, to neglect the elementary things 
which all students should thoroughly assimilate, and in 
consequence he does not receive that thorough groundwork 
which others with less academic qualifications aim at and 
secure. 


These, gentlemen, are the main points of the subject 
which you have asked me to discuss. There is one other 
observation before I close which has to do with a related 
yet more important subject—self-examination. 

A short time ago a young man who had just passed his 
final examination in accountancy called to see me. When 
I inquired about his programme for further study, to my 
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astonishment he said that he had vowed not to open an- 
other textbook after passing his examination. Here surely 
was a case to be pitied rather than censured. Before he 
left me he had a different view of what the future held in 
store for the victim of self-complacency, indolence and in- 
difference in our profession. To his credit, however, he has 
since then been planning further study. 

The incident of that day has come back to my mind 
many times. How many of those who pass the examinations 
for membership in accountants’ societies on this continent 
and elsewhere realize that this attainment is only the be- 
ginning of their professional education? How many take 
time to think that, by regarding these meagre qualifications 
as the full attainment of their ambition and stifling the 
urge to go on, they are stultifying progress? Those asso- 
ciated with me in the publication of THz Canapian CHART- 
ERED ACCOUNTANT, the monthly magazine of the profession 
in Canada, have been endeavouring to encourage members 
to submit for the Magazine the results of their private 
studies or investigations into the numerous subjects which 
must surely arise in the daily work of the wideawake ac- 
countant. It is a distressing fact that little initiative is 
in evidence and that the provincial representatives of our 
magazine committee in their search for articles from local 
members are more often than hot sent empty handed away. 
Is it not a serious condition? What more damaging in- 
dictment can be made against our profession than the 
recent one by Sir Josiah Stamp namely, that although 
accountants have been in possession of vital business in- 
formation for the past fifty years so far they have not 
produced one generalization of importance. 


Today more than ever before, governments are inter- 
fering in the affairs of men; regimentation is going on 
apace. At their inception the accounting institutes and so- 
cieties in our country and other countries were entrusted 
with great responsibilities. Because of such inactivity as 
that to which Sir Josiah Stamp referred, is there not very 
grave danger of our birthright going to another? The 
moral of the parable of the talents is as true today as when 
it was spoken nineteen hundred years ago: “For unto every- 
one that hath shall be given ...., but from him that hath 
not shall be taken way even that which he hath.” Some of 
us are asking, Will the fate of our profession be that of 
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the slothful servant who hid his talent in the earth? We 
need to examine ourselves. 

One of the objects of the Dominion Association is to 
promote means of and provide facilities for accounting re- 
search and to consider to what extent and in what respect 
economic and social changes, legislation and court decisions 
have affected or may affect the science of accounting. At 
the last annual meeting of our Association, authority was 
given to our Executive Committee to co-operate with 
Queen’s University in a programme of accounting research. 
It is a healthful move, and one which should foster and 
encourage study and investigation in coming years. That 
is one of the marks we have now set before us in Canada. 


THE POSITION OF THE PUBLIC ACCOUNTANT IN 
RELATION TO BUSINESS AND GOVERNMENT 
IN GREAT BRITAIN* 


by 
Sir Laurence Halsey, K.B.E., F.C.A. 
London, England 


| ied is now more than forty years since I first had the 

good fortune to visit your great country and during the 
interval that has elapsed I have myself followed the pro- 
fession of a public accountant in my own country. Having 
been in touch with colleagues of the same profession here, 
I have been in a position to observe the enormous extension 
of the profession both in numbers and in influence on this 
Continent. This extension has taken place concurrently 
with, but perhaps on somewhat different lines from, the 
growth in Great Britain where, moreover, the profession 
was earlier launched on its way. 

The subject of these papers was therefore chosen in the 
belief that a comparison of the functions served by the 
professional accountant in the two great English speaking 
countries would be of interest to American students of 
business. It is also not inappropriate as a record of the 





*The first in a series of two lectures on the A. Lowes Dickinson 
Foundation, Graduate School of Business Administration, Harvard 
University, delivered 16th May 1938, and published with the kind 
permission of the author. 
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position attained by his profession at the close of his life 
in the country of origin of the accountant in whose honour 
this Foundation was established. He handed on and gave 
greater emphasis to traditions of conduct and professional 
practice which he had received from the virtual founders 
of the profession in his own country and I earnestly trust 
his example may long remain a living memory. May I 
say that I feel it a great honour indeed to be allowed to 
come here and at the same time pay a tribute to the memory 
of Arthur Lowes Dickinson and describe the status in Great 
Britain of the profession he adorned. 

To be of any value, the description of the present status 
of the profession must be prefaced by some consideration 
of the history of its development which I hope to show 
as a free and natural growth arising from the industrial 
and financial development of the business community in 
Great Britain mainly during the 19th century, a growth 
not greatly fostered by any direct governmental action, 
but rather induced by a gradual recognition by the public— 
and later by governmental departments—of the utility of 
the qualifications possessed by its practitioners. 

I have used the term “public accountant” in the title 
of these papers because I believe that is a term which is 
familiar—especially with the addition of “certified”—on 
this side of the Atlantic. It is not a term commonly used 
in our country where the name “chartered accountant” is 
the term generally applied, having, as I will show, origin- 
ated in Scotland and extended some years later into Eng- 
land. The Royal Charter is a form of incorporation which 
is at once convenient for such a purpose and implies a 
certain dignity not necessarily attaching to ordinary in- 
corporation. It is now reserved for bodies either profes- 
sional or municipal who can show that they have attained 
a certain status. 

History 

While there are interesting evidences of the existence 
in Italy before the Renaissance of bodies of public account- 
ants long since extinct, professional accountancy in Great 
Britain is among the youngest of the professions. In 1800, 
there were very few accountants in professional practice; 
even forty years later when the industrial revolution was 
well under way in England, there were still not more than 
about six hundred practitioners and some of these were 
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carrying on accountancy as a side line of other businesses 
such as auctioneering, rent collecting and stockbroking. 
The existence of an accountancy profession can hardly have 
been recognized in government circles in England a century 
ago, and although in Scotland the courts were even then 
in the habit of using accountants to deal with accounting 
questions affecting estates which came under court admin- 
istration, virtually the whole development of the profession 
has occurred within the last hundred years. 

The mainsprings of that development were the changes 
in the methods of investment which accompanied the enor- 
mous expansion of industry and commerce during the per- 
iod, certain legislation of the second half of the 19th 
century, the vast increase in the scale and complexity of 
taxation which accompanied and followed the European 
conflagration of 1914-18, and the other problems which the 
War brought to the forefront. 

Prior to the industrial revolution the capital of wealthy 
persons, apart from funds employed in trade, was usually 
represented by land or by investments in government funds. 
Business was mainly in the hands of small proprietors who 
could give personal attention to the management and see 
from day to day how their money was applied in the con- 
duct of their affairs. The revolution in methods of 
production and transportation and the concomitant expan- 
sion in trade and commerce created new demands for 
capital, led to a great increase in the national wealth, and 
provided opportunities for investment in business by per- 
sons who had neither the competence nor the desire to 
exercise managerial supervision over the administration of 
the funds supplied by them. 

The scale of business operations increased as the in- 
dustrial system changed swiftly from a domestic or a 
“putting out” to a factory basis and their scope was en- 
larged as new methods of communication caused trade, 
which had been largely local, to become world-wide in its 
character. 

That there were obvious dangers in the rapidly expand- 
ing financial and economic structure soon became apparent. 
Rogues, ready as at all times to take advantage of trusting 
persons with money to lose, found many and great oppor- 
tunities for mulcting the investor. The upward trend in 
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the trade cycles provided ample opportunity for others, 
honest but over-confident, to persuade people to put their 
money into enterprises which had but little chance of suc- 
cess or which carried risks for their proprietors heavier 
than any outside investor in a business with unlimited 
liability should have been asked to bear. In the times of 
commercial crisis which inevitably succeeded the too rapid 
expansion of credit and trade, honest and careful traders 
through no fault of their own were rendered insolvent and 
liable to committal to a debtors’ prison, there to languish 
without hope of a way out of their difficulties. 

After recurrent crises the country and its government 
realized that they must abandon the policy of laissez faire 
which had ruled triumphantly for many years and that 
Parliament must provide the honest but unfortunate debtor 
with a process whereby he might be judicially declared 
bankrupt, hand over his assets to be administered and 
realized for the benefit of his creditors and thereafter make 
a new start in life relieved of liabilities which existed at 
the date of his bankruptcy. It was also realized (in 1855) 
that to protect the new kind of investor Parliament must 
approve of the general application of the principle of lim- 
ited liability to shareholders in companies and must make 
regulations designed to secure a maximum of freedom for 
honest boards of directors in the conduct of the business, 
together with reasonable safeguards for investors against 
the machinations of dishonest promoters and directors. 
The professional accountant’s services were found to be of 
value in the administration both of the bankruptcy and 
the company laws and he was brought into contact with 
business and government departments to an ever increasing 
extent in this way. 

Besides bringing into existence a new class of investor 
needing legislative protection, the expansion in industry 
created a new class of factory workers in whose welfare 
the public at first evinced no concern. Conditions of work 
and wages were appalling in the early stages of the indus- 
trial revolution and any attempt by workers to take common 
action to secure improvement was repressed with a stern 
hand as illegal and criminal combination in restraint of 
trade. Men were even transported to the convict settle- 
ments in Australia for the crime of uniting to resist unfair 
treatment by employers. A long struggle ensued in which 
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employees eventually won the statutory right to form trades 
unions for their protection, subject to certain safeguards 
designed to prevent the use of union funds for anti-social 
purposes and to prevent funds subscribed for insurance 
purposes being used for political expenditure. As will be 
seen later, the accountant came to play his part in the 
working of this legislation and in the collective bargaining 
arrangements which became possible as a result of it. 

As the sense of importance and solidarity of the working 
class grew, so also did mutual help organizations in ad- 
dition to the trades unions. Building societies were formed 
to assist members in buying their own houses and thus 
to improve their housing conditions ; mutual benefit societies 
were established to pay for funerals of deceased members, 
provide for medical attention and some scale of mainten- 
ance during sickness and the like; and retail trade co- 
operative societies were formed to enable work-people to 
buy food, clothing, etc., at prices which would eliminate 
the profits of the middleman. These mutual help organ- 
izations, though generally formed by well-intentioned per- 
sons, nevertheless afforded opportunities for unscrupulous 
and incompetent individuals to inflict losses upon persons 
least able to bear them. Parliament was therefore obliged 
not only to legalize the societies and confer upon their mem- 
bers the privileges of limited liability, but also to provide 
for their regulation. Not the least important requirement 
was that accounts should be audited annually before sub- 
mission to a government department which would examine 
them and see whether proper methods of administration 
were being followed. 

Public utility enterprises also grew in importance as 
railways, gas, water and electricity undertakings sprang 
up to meet the needs of the expanding population and some 
element of government regulation or control over their ac- 
tivities was seen to be necessary in order to prevent the 
exploitation of the public. Steps were therefore taken to 
regulate the charges and profits of such undertakings and 
to procure publicity for and insist upon the audit of their 
accounts as one of the best means of checking malpractice. 

In this way there came into force in the second half 
of the 19th century four main types of legislation which, 
with their subsequent amendments and with the fiscal leg- 
islation of the years of and since the War, and certain 
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other factors which I will mention later, have played an 
important part in the development of the accountancy pro- 
fession and its relationships with government and business 
in Great Britain. 

I do not mean by this that there was apparently any 
administrative or legislative recognition of the infant pro- 
fession; it seems to have progressed mainly because it 
filled a want arising out of the new conditions while the 
progress was no doubt in part encouraged by the dislike 
of bureaucracy then and still existing and accelerated by 
the new legislation that had to provide some sort of regu- 
lative machinery, but it resulted mainly from the growing 
acknowledgment of the public that this profession was able 
to fulfil in a trustworthy manner certain functions that 
were growing yearly of greater importance. Indeed, the 
legislature in many instances merely confirmed existing 
practice and the seal so set may well have been of advan- 
tage to the profession. 

Before proceeding further, I should perhaps explain 
how the profession in England is controlled. There are a 
number of organizations of public accountants. Scotland, 
as I have said, was ahead of England in forming profes- 
sional societies and obtaining Royal Charters. In England 
the great body of professional accountants amalgamated 
under a Royal Charter in 1880. The Charters give them 
no monopoly of practice such as is possessed by lawyers, 
but only a monopoly of the name of “chartered accountant.” 
But it gave the body of public accountants practising in 
Great Britain self-government and control of admission of 
new members, power to manage their own affairs, to lay 
down rules of the conduct of the profession and to expel 
delinquents. 

The training essential to obtain the diploma of char- 
tered accountant is (after passing a matriculation exam- 
ination) the service in the office of a chartered accountant 
of a term of apprenticeship of five years—limited however 
in the case of a university graduate to three years—and 
the passing of two more examinations about the middle and 
at the end of the term of articles. These examinations 
are intended to test not only the theoretical knowledge but 
the practical experience of the aspirant and have constantly 
become more searching. At present usually quite half the 
candidates fail to satisfy the examiners at the semi-annual 
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examinations which are conducted entirely under the control 
of the Council of the Institute. 

At January 1, 1938, The Institute of Chartered Account- 
ants in England and Wales numbered 12,568 members of 
whom 5,266 were practising in Great Britain, 1,213 were 
abroad and the remainder were either in the employment 
of practising accountants or engaged outside the profes- 
sion as officials of companies. The practising chartered 
accountant is not permitted to carry on any other business 
or profession. The Scottish Chartered Accountants’ Socie- 
ties have a membership of just over 4,000. 

Among societies of public accountants not chartered, 
the best known is the Incorporated Society of Accountants 
and Auditors with some 7,000 members and qualifications 
for membership much the same as those of the Institute. 
There are a number of others, some of them specializing 
in certain branches, such as cost accounting. 

For convenience, I shall divide the remainder of my 
discussion into two sections, the first dealing with those 
relationships of the profession to government and business 
growing out of the company law; and the second with some 
other relationships most of which also had their origin in 
legislation. If in what follows I appear to be straying from 
the immediate subject matter, it will be because some re- 
alization of the nature of the material on which the public 
accountant has to work and the environment in which he 
lives is necessary, if we are to appreciate the position 
he now occupies in the life of the nation. 


Company Legislation and the Profession 

Pre-eminent in its effect upon the development of the 
accountancy profession has been the growth of public in- 
vestment in companies, rendered possible by the legislation 
which introduced and regulated the application of the 
principle of limited liability to company affairs in a series 
of acts of Parliament extending over some seventy years, 
the most important (but not the first) of the earlier acts 
having been passed as long ago as 1862, the most recent 
being the Companies Act of 1929. 

Some indication of the growth in the importance of 
the limited company as a unit of business organization may 
be derived from the statistics of companies registered under 
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the Acts and published annually by our Board of Trade (a 


government department) : 
Amount of share 


Year Number capital _— up 
Se «swestee ites 9,000 482,000,000 
Ss Kk ae eka 29,000 1,586,000,000 
ere 64,000 2,606,000,000 
SE ceed a arch 4s a eal 77,000 3,438,000,000 
Divine cdnie 112,000 5,484,000,000 
 hcdk a. races 146,000 5,735,000,000 


These figures do not take account of loan capital repre- 
sented by debentures, bonds, mortgages, bank loans and 
the like, nor do they include the share and loan capitals of 
companies incorporated under special acts of Parliament 
such as railways and other public utility undertakings and 
companies incorporated under public welfare legislation 
such as building and friendly societies. They may, how- 
ever, be thought sufficiently impressive when it is remem- 
bered that the population of Great Britain at the last census 
was only some forty-five millions of people. 

Those interested in the companies formed as a result 
of this legislation soon found that the services of the public 
accountant trusted by the public at large were needed, often 
in the formation of the company, in its administration, as 
auditors, in reorganizations, in investigations of special 
conditions and, finally, in liquidations and receiverships of 
unsuccessful concerns. Of these functions the most im- 
portant is auditing. 

Since 1900 every company has been obliged to have an 
auditor elected by the shareholders and custom has re- 
quired almost invariably that that auditor should be a 
professional accountant so that in this sense alone the 
expansion in the number of companies has brought account- 
ants into increasing relations with business. In addition 
there has been a multiplicity of other opportunities which 
accountants have seized and used in connection with com- 
panies in order to serve business in a variety of ways. 

Audit—The practice of auditing the accounts of public 
companies may be said to have started in an important 
way when the railway boom of the forties of last century 
came to a disastrous end and brought home to the gov- 
ernment and investor alike the need for independent scru- 
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tiny of accounts as a means of preventing unscrupulous 
directors from manipulating accounts in order to pay ex- 
cessive dividends and defraud investors. It was early ex- 
tended to other public utility undertakings and societies 
established under the social welfare legislation which will 
be mentioned later; after a disastrous bank failure in Glas- 
gow in 1874 the accounts of all banks, other than the Bank 
of England, had to be audited and a copy of the audited 
balance sheet hung in the bank to show that it was solvent. 

Apart from one abortive attempt in the Companies Act 
of 1844, however, no legislative attempt was made to compel 
limited companies formed under the general acts to have 
their accounts audited until the Companies Act of 1900. 
It is true that the first great charter of limited companies 
—the Act of 1862—had attached to it a model set of by- 
laws which required the appointment of auditors in lan- 
guage similar to that to which we in Great Britain are 
accustomed today, but the adoption of those by-laws was 
optional. The example of the railways and banks and the 
confidence engendered in the minds of investors by the ap- 
pointment of auditors led to the practice being generally 
followed by companies which wished to raise money from 
the public. 

The Act of 1900, which as I have noted, made the ap- 
pointment of auditors obligatory for all companies, probably 
only confirmed existing practice so far as public companies 
were concerned. In the intervening years the number of 
companies has increased fivefold and the share capital near- 
ly fourfold. The number of accountants in professional 
practice has probably increased about three times, and the 
relationship between professional accountants and business 
in their capacity as auditors has probably never been closer 
than it is today. 

Under the Companies Act the auditor—apart from 
responsibilities which he may incur under the criminal law 
—is responsible only to the shareholders he represents and 
he has no direct relationship with government except in 
cases where he is specifically appointed by government to 
represent the public interests in the supervision of public 
utility undertakings. But his appointment is prescribed 
and his duties are defined in general terms and he is able 
to go about his work with all the authority and security 
of tenure which accrue to him from this statutory sanction. 
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Briefly, the Act of 1929, which now governs the matter, 
prescribes that all companies shall appoint auditors at their 
annual general meetings and that no change in auditors 
shall be made unless notice of an intention to propose the 
change is given to all shareholders and to the existing 
auditors. This tends to prevent arbitrary displacement 
of auditors who by taking a firm stand on matters of prin- 
ciple have come to disagreement with unscrupulous direc- 
tors. 

The statute gives the auditor the right of access to the 
books and records and to call for such information and ex- 
planations as he may require. It lays upon him the respons- 
ibility of examining every annual balance sheet presented 
by the directors to the shareholders and of making a report 
to the shareholders upon the accounts. The Act requires 
that the report shall state whether the auditor has obtained 
all the information and explanations he has required and 
whether in his opinion the balance sheet is properly drawn 
up so as to exhibit a true and correct view of the state of 
the company’s affairs, according to the best of the informa- 
tion given to him and as shown by the books of the com- 
pany. 

The usual form of audit report almost copies the lan- 
guage of the statute and may be thought to represent an 
extreme economy of words. It contains, for example, no 
specific reference to the profit and loss account and there 
is no statement such as that to which you are now accus- 
tomed in the United States to the effect that the accounts 
have been prepared on the basis of accounting principles 
consistently maintained. The Courts and business people 
in Great Britain interpret the report in its common form 
to cover these points, however, and the professional auditor 
is trusted to qualify his report if he finds any matters 
concealed in the accounts laid before the shareholders which 
result in the accounts failing to give a fair picture of the 
position and results of the company’s transactions. 

This is of considerable importance for the reason that 
the statutes leave a large measure of discretion to directors 
as to the mode in which they will prepare and the extent 
to which they will condense their accounts, and one ques- 
tion which the auditor has to decide for himself is whether 
condensation has been carried so far that the accounts do 
not give a true view of the affairs. Questions are some- 
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times raised by shareholders on accounting matters and 
more information is sometimes sought by them at the gen- 
eral meetings of their companies, but in the vast majority 
of cases the fact that the auditors have passed the accounts 
is regarded as sufficient warrant for the shareholders to 
treat the accounts as correct, however deplorable may be 
the results or financial position reflected by them. 

A copy of the audited accounts of all public companies* 
has to be filed with the Registrar of Companies, an official 
of the Board of Trade and it may be not amiss to indicate 
here the functions which he performs. He does no more 
than maintain a register to which the general public can 
resort to obtain information upon certain features of the 
organization and finance of any limited company. 

With the Registrar must be deposited also the memor- 
andum and articles of association (that is, the by-laws) of 
every company desiring registration. Every prospectus for 
the issue of capital or bonds has to be deposited. An in- 
crease of capital authorized must be registered, and the 
registry is the channel for collection of the government 
tax on share capital authorized from time to time. 

Once a year every company has to make a return to 
the Registrar of the names and holdings of all its share- 
holders, although the regulations as to shareholdings have 
in the course of time become largely ineffective by reason 
of the extensive use of nominees as the registered holders 
of shares. The names of directors have also to be registered. 
Every public limited company has also to deposit a copy 
of its balance sheet. 

To the documents deposited with the Registrar the pub- 
lic has access. The Registry is not, however, designed 
or used in any way as a means of control over the proceed- 
ings or policy of the companies registered. Its function 
is only to provide the public with the modicum of informa- 
tion required by the law. Except for purely fiscal matters 
which are dealt with by an entirely different department 
of government this registration office is the only contact 
between the government and limited liability companies. 





*The term “public” is here used to distinguish companies from 
those which are defined under English law as “private”, viz., those 
which (a) restrict the right to transfer their shares; (b) limit the 
number of shareholders to 50; and (c) prohibit any invitation to the 
public to subscribe for their shares or debentures. 


NOVEMBER, 1938. 383 











THE CANADIAN CHARTERED ACCOUNTANT 


Since the inception of limited liability there have been 
from time to time enlargements of the range of registration 
requirements, but attempts to extend any bureaucratic 
control to company affairs have been successfully resisted. 

As I said, a copy of the audited accounts of public com- 
panies must be filed with the Registrar of Companies, but 
as long as the account appears to comply with the Com- 
panies Act he does not enquire into the basis of computa- 
tion of the items shown in it or call for detailed informa- 
tion such as I believe is now customarily demanded by 
your Securities and Exchange Commission; the certifica- 
tion by the auditors and signatures of the directors are 
accepted by this government department as prima facie 
evidence that the accounts have been drawn up properly. 

In the course of his work as auditor, the accountant 
becomes the repository of many business secrets, and it 
says much for the integrity of successive generations of 
the profession that business men have learned to trust their 
secrets to the auditors of their companies without fear. 
But the auditor has not only to be endowed with discretion, 
he must also possess a critical judgment if his report is to 
be of value. He has to weigh up the ascertained facts and 
judge whether the picture presented is on the whole a true 
one. In his report he may, in order to complete his picture, 
have to supplement the information which the directors 
are prepared to publish to their shareholders, but usually 
where he feels it to be essential that further facts should 
be made known he will be able to persuade directors to 
make the disclosures themselves. 

The government’s interest in business is to see that the 
course of trade is made smooth, that investors and honest 
traders are protected from malpractice, and that business 
contributes its proper quota of taxes. The fiscal aspect 
of the matter will be referred to later. So far as protec- 
tion of investors is concerned, the government concerns 
itself to see that the Companies Act is complied with as 
regards meetings and annual returns, but leaves to the 
companies’ own auditors the duty to determine whether 
the accounts are right or not. There are special penalties 
imposed by the Act and by the Larceny Act of 1861 for 
the issue of accounts and reports false in a material par- 
ticular, but until some falsity is reasonably alleged or proved 
the government’s attitude is that accounts passed by audi- 
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tors and approved by a general meeting of the company 
need no governmental review. 

Accountants’ Reports and New Issues of Capital—In 
Great Britain, the professional accountant is an essential 
part of the machinery for raising capital by public sub- 
scription for business. He also plays a large part in the 
investigation of businesses on behalf of prospective pur- 
chasers, and in many cases purchases and sales of busi- 
nesses are carried through on the basis of figures contained 
in his reports. 

Since 1929 it has been obligatory for all companies in- 
corporated under the Companies Act, and was for many 
years earlier the practice of most reputable companies, to 
set out in any prospectus issued for the purpose of raising 
new capital a report by the company’s auditors upon the 
profits of each of the last three preceding years of the 
company’s business and a report by professional accountants 
upon the last three years’ profits of any business which is 
to be acquired with the new capital. 

Great prominence is given to these reports in prospec- 
tuses and considerable importance is attached to them by 
the investor and those responsible for issues of new capital. 
Cases of fraudulent prospectuses containing misstatements 
or misrepresentations by directors as to earnings, are for- 
tunately rare, but have not been unknown in the past in 
Great Britain. I do not remember, however, an instance 
in which any professional accountant has been found guilty 
of misstatements in a prospectus report. 

The law gives the accountant no directions in the Com- 
panies Act other than that he is to make a report on the 
profits of the last three years; it leaves to him the duty 
of deciding the form and content of the report. This report 
which is almost invariably a concise statement of profits 
earned forms, with the other information contained in the 
prospectus, including usually but not necessarily a state- 
ment of net assets supplied if not certified by the investi- 
gating accountant, the data on the basis of which the in- 
tending investor has to make up his mind. The accountant 
must therefore exercise all his skill and judgment to pro- 
cure that his report is so drawn up as to give a true picture 
of results attained, always having regard to the fact that 
its real object is to assist the investor to assess the prob- 
abilities of future return on his investment. 


385 

















































THE CANADIAN CHARTERED ACCOUNTANT 


Investigations and Reorganizations—lIt is inevitable that 
the public accountant entrusted with a large number of 
audits and digging deep into the affairs of a great variety 
of concerns should acquire an experience of various types 
of organization and systems of management that fits him 
as an adviser where reorganization, whether merely finan- 
cial or more fundamental, proves desirable. With the grow- 
ing complexity of modern business organizations and meth- 
ods, his services are increasingly called on for this purpose, 
and I feel convinced that this is a field in which the services 
of the experienced public accountant will continue to grow 
in usefulness. 

Liquidations and Receiverships—Finally, so far as lim- 
ited liability companies are concerned, the services of the 
public accountant are largely utilized in liquidations and 
receiverships. In fact, so far as these functions do not fall 
to be performed by a government official, they are almost 
universally performed by a public accountant. 

There are two forms of liquidation of a company’s af- 
fairs: “voluntary” —in the main those cases where the 
company is solvent as regards its creditors and the liquida- 
tion is carried out without intervention by the Courts; and 
“compulsory” — those ordered and carried out under the 
supervision of the Courts. In both types of liquidation it 
is customary for a professional accountant to be appointed 
liquidator, but under the second it is “compulsory,” for he 
has to act very largely under the directions of an officer of 
the Board of Trade. 

The procedure with regard to receiverships is, I believe, 
very similar in Great Britain to that here, but the receiver 
appointed in Great Britain is almost invariably a profes- 
sional accountant; the training and experience acquired by 
him in his profession being thought to fit him specially 
for the task. 





(The second lecture will appear in the December issue of The 
Canadian Chartered Accountant). 
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Our Contributors This Month 

Smirk Laurence Epwarp Hatsey, K.B.E., J.P., author of 
“The Position of the Public Accountant in Relation to 
Business and Government in Great Britain,” has been a 
fellow of the Institute of Chartered Accountants in England 
and Wales since 1895, and a member of the Institute of 
Chartered Accountants of Manitoba since 1918. For more 
than thirty-five years he has been a partner of Price, Water- 
house & Co. and, since the recent death of Sir Albert Wyon, 
the senior member of that firm. Sir Laurence received 
knighthood for eminent administrative and accounting ser- 
vices during the World War. He has served as a magis- 
trate, and in 1935 was high sheriff of the county of Surrey. 
Sir Laurence is the auditor of the Duchy of Cornwall. 


Wituram C. Heaton of New York is a member of the 
American Institute of Accountants. As Vice-President of 
the Institute he was the official representative of the pro- 
fession in the United States at the last annual meeting 
in Halifax of the Dominion Association. 


THE HONOURABLE JAMES LORIMER ILSLEY, Minister of Na- 
tional Revenue, whose address to the annual meeting of 
The Dominion Association of Chartered Accountants is 
published in this issue, was born in Somerset, Nova Scotia. 
He was educated at Acadia University (B.A. 1913) and 
Dalhousie University (LL.B. 1916), and was admitted to 
the Bar of Nova Scotia in 1916. He has served as a mem- 
ber of the Dominion Parliament for a Nova Scotia con- 
stituency since 1926, was a member of the Royal Commis- 
sion on price spreads and mass buying in 1934, and was 
appointed Minister of National Revenue in October 1935. 


Henry G. Norman, whose paper, “Our Profession—Quo 
Vadis?” was read at the annual meeting of the Dominion 
Association at Halifax, is a partner in the firm of Price, 
Waterhouse & Co., and is resident in Montreal. 


Austin Horr Carr was born in Prince Edward Island; 
received his education at Prince of Wales College, Charlotte- 
town, and Queen’s University, Kingston (M.A, History and 
Economics). He lived thirteen years in Calgary and quali- 
fied in 1919 as a member of the Institute of Chartered Ac- 
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countants of Alberta. In 1922 he was appointed Director 
of Extramural Studies of Queen’s University and Lecturer 
in Accounting; and in 1981 became Secretary-Treasurer of 
The Dominion Association of Chartered Accountants, and 
Editor of THz CANADIAN CHARTERED ACCOUNTANT. 


Meeting on Education and Examinations 

Members of the profession will notice from the report 
of the last annual meeting of our Association, published 
at some length in the 1938-39 Year Book, that among the 
most important matters considered at that meeting were 
the education and the examinations of chartered accountant 
students. 

The Executive Committee, acting under the direction 
of the annual meeting, has appointed a committee, with 
Kris A. Mapp, F.C.A., as chairman, and with a representa- 
tive thereon of every provincial Institute, to meet in Win- 
nipeg towards the end of November to discuss uniform ex- 
aminations to be held simultaneously throughout the 
Dominion and also a standardized syllabus of education. 
An agenda of the meeting will be reaching the Institutes 
in advance of the meeting. 


Annual Meeting of The American 
Institute of Accountants 

The fifty-first annual meeting of the American In- 
stitute of Accountants was held at the Netherland Plaza 
Hotel, Cincinnati, Ohio, 26th to 29th September, and was 
attended by over seven hundred members of the profession 
from all parts of the United States. Clem W. Collins of 
Denver, Colorado, President of the Institute, presided. 
William E. Hodge, F.C.A., President of The Dominion As- 
sociation of Chartered Accountants extended the greetings 
and good wishes of the profession in Canada. Other mem- 
bers present from Canada were J. Gray Mundie of Winni- 
peg, a past president of the Dominion Association, and 
Austin H. Carr, Secretary-Treasurer of the Association, 
who read a paper on “Accountancy Examinations of Can- 
ada” at the joint meeting of the Association of Certified 
Public Accountant Examiners and the board of examiners 
of the Institute. 

The program provided for papers and round-table dis- 
cussions on a wide variety of subjects. The sessions had 
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large attendances, and the committee that planned the 
program must have felt great satisfaction that its choice 
of topics had succeeded in drawing so great numbers. 

Following the address of the President at the opening 
session, Henry A. Horne of New York, chairman of the 
Institute’s special committee on public utility accounting, 
presented a paper entitled “Inconsistencies in Accounting 
Requirements of State and Federal Regulatory Bodies,” and 
at the general sessions on the 29th, Professor Roswell 
Magill, retiring under-secretary of the United States 
Treasury, spoke on the topic, “Federal Tax Revision, 1939.” 

An interesting discussion under the chairmanship of 
Rodney F. Starkey was held during the general sessions 
on the recently published book, A Statement of Accounting 
Principles. A panel of ten speakers took up the important 
subdivisions of the subject as follows: uniformity in ac- 
counting; principles related to capital gains and losses; 
principles of depreciation; valuation of fixed assets and 
principles related to write-ups and write-ins; principles re- 
lated to inventory valuation; principles related to deferred 
charges and prepaid expenses; principles related to treasury 
stock and profits and losses on the sale thereof; principles 
related to earned surplus; principles related to charges 
against surplus; and principles related to consolidated state- 
ments. 

Among the subjects of the round-table discussions were: 
building and loan accounting; Revenue Act of 1938; modern 
developments in costs, budgets and control; accountants’ 
certificates ; relationships between legal and accounting con- 
cepts; and the future of the certified public accountant. 

In the belief that there is need in the United States for 
authoritative research as the basis for recommendations 
to Congress regarding fixed principles of federal taxation 
the American Institute passed a resolution to the effect 
“that the Government could do no one thing of greater im- 
portance to assure the future stability of business than to 
create a qualified, non-partisan commission to determine a 
permanent policy of federal taxation.” 

A fine program of entertainment was provided for mem- 
bers and their ladies during the four days’ stay in Cin- 
cinnati. At the banquet on Thursday evening, Charles P. 
Taft, a nationally known public figure in the United States, 
gave an able address on “The Signs of the Times.” 
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The proceedings of the annual meeting, with the report 
of the council, the papers and round-table discussions, will 
be published about February 1st next. 

Following are the officers of the Institute for the year 
1938-39: Clem W. Collins, Denver, President; Lewis Ash- 
man of Chicago, and John K. Mathieson of Philadelphia, 
Vice-Presidents ; Arthur W. Teele of New York, Treasurer; 
and John L. Carey of New York, Secretary. The 1939 an- 
nual meeting of the Institute is to be held in San Francisco. 


Bulletin on Canadian Public Debt and Tax Systems 


A bulletin entitled The Public Debt of Canada, Dominion 
and Provincial Governments, 1937 and Municipalities, 1936, 
with an appendix on “The Tax Systems of Canada, Do- 
minion, Provincial and Municipal Governments,” has re- 
cently been released by the Dominion Bureau of Statistics. 

The public debt section of the bulletin contains a sum- 
mary of the aggregate public debt of Canada together with 
tables showing the funded debt of the Dominion, the guar- 
anteed indirect debt of the Dominion, the direct and indirect 
debts of provincial governments and the direct debt of the 
municipalities, grouped by provinces. A balance sheet of 
the Dominion of Canada as of 3lst March 1937 is also in- 
cluded. Brief explanatory notes are given, indicating the 
nature of the various debts and the bases on which the 
tables were compiled. These notes are augmented by the 
footnotes for the various tables. 

The appendix on tax systems is a comprehensive survey, 
presented in the form of columnar tables showing the tax 
system of the Dominion and of each of the Provinces. These 
tables are reprinted from a copyright report, “Tax Systems 
of the World,” published by the Commerce Clearing House 
Inc., Chicago, Illinois, Loose Leaf Service Division of the 
Corporation Trust Company, under direction of the Tax Re- 
search Foundation. The tables provide a compact medium 
of reference to all tax systems in use in Canada, as of lst 
July 1937, by the use of data set forth in columnar form 
under such classifications as: legal citation, title of tax, 
basis, measure, rate, method of administration (assessment, 
levy, collection) day of taxable status or year of report 
on which tax is computed, day return or information is due 
and date tax is due. Complete details concerning any tax 
can be readily determined. 


390 


GENERAL NOTES 


The price of the bulletin, which may be secured from the 
Dominion Bureau of Statistics, Ottawa, is twenty-five cents. 


Some of the Consequences of War 


According to Government statistics, an annual sum ex- 
ceeding $45,000,000 is now being paid by the Dominion in 
the form of pensions and allowances to veterans of the 
Great War and their dependents. 

Originally the war veterans’ allowance was made avail- 
able only to active-service veterans at the age of sixty 
years, provided they were indigent. Later men fifty-five 
years old were brought under the scheme if they suffered 
from permanent disability which rendered them unemploy- 
able. More recently the Government passed legislation 
abolishing the fifty-five year limit and brought an allowance 
to returned active-service veterans who are unable to main- 
tain themselves due to physical handicaps or economic 
pressure. 

At the end of last July, 80,051 Canadian war veterans 
were receiving pensions valued at $30,147,488 annually. 
Dependents were receiving an additional $10,324,890. Under 
the War Veterans’ Allowance Act a further $4,754,719 is 
being paid to 14,589 men. 


Promising Developments in Canada’s Steel Industry 

According to a very interesting report appearing in 
Canadian Finance (Winnipeg, 5th October 1938) the develop- 
ment of the large hematite ore-body located at Steep 
Rock Lake near Atikokan, Ontario, is of great importance 
to the Canadian steel industry, and through it to the eco- 
nomic welfare of the whole Dominion. Assay samples from 
the field indicate an excellent grade of ore, low in sulphur 
and phosphorous, requiring no pre-treatment for blast 
furnace use and having a high natural iron content—about 
58 per centum as compared with the 51 per centum average 
of American shipments. As exploration has been retarded, 
because much of the strike lies under the lake, the full 
extent of the range has not yet been determined. It is 
regarded, however, as the most important iron ore discovery 
in Canada because its qualitative characeristics and geo- 
graphical location will make possible its commercial ex- 
ploitation on a sound economic basis. 
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Canada has long had an iron and steel industry of con- 
siderable importance; but the almost complete dependence 
on ore imports from the Lake Superior district of the 
United States and from Newfoundland has hindered its 
development. If the Steep Rock area proves to be an ex- 
tensive ore range Canada will become virtually independent 
of foreign sources; thus the Dominion will overcome a 
barrier that has seriously impeded its economic progress. 


Further Credit 

In our October issue credit was given to the Canadian 
Political Science Association for the fine paper on income 
tax read by Mr. C. Fraser Elliott, Commissioner of Income 
Tax, at the annual meeting of the Association on 24th 
May last, which the Association shortly after the meeting 
kindly gave permission to us to publish following its in- 
sertion in the Journal of the Association. As it has come 
to our attention that the note in our October issue might 
suggest that ours was the only medium to publish the 
address, we want to correct this impression (which was 
quite unintentional) and call attention to the fact that it 
was published in the August issue of the “Canadian Journal 
of Economics and Political Science,” the quarterly journal 
of the Association, which we note contained a number of 
the other interesting papers of the May meeting. 


PROVINCIAL NEWS 


ALBERTA 
At a meeting of the council of the Institute of Char- 
tered Accountants held in Edmonton on lst October, James 
A. Henderson of Edmonton was appointed a member of 
the council for the remaining part of the year 1938-39 to 
fill the vacancy caused by the death in August last of 
Frank M. Harvey. 


BRITISH COLUMBIA 
An informal dinner meeting of members of the Institute 
of Chartered Accountants of British Columbia was held on 
Wednesday evening, 28th September, at the Quadra Club, 
Vancouver. During the meeting E. C. Mapson and J. 
Harvey reported upon the proceedings of the last annual 
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general meeting of the Dominion Association of Chartered 
Accountants, which they attended in Halifax during 
August, as delegates of the local Institute. 

Both delegates referred to the unanimous expression of 
opinion voiced at the convention reflecting the readiness of 
the members throughout Canada to accept a leading part 
in responsible public effort both in community welfare and 
financial affairs, to which their training and experience 
fitted them. 

In addition to the routine business conducted at the 
convention, considerable discussion took place concerning 
the educational policy of the provincial institutes respect- 
ing the training of the candidates for admission to the 
membership. The prime object to be attained from this 
policy would be standardization of examinations, which 
would tend to create a corresponding parity in the course 
of training the candidates are obliged to undertake. 

The meeting was also addressed by Past President Geo. 
E. Winter, who attended the Halifax convention in his 
capacity as immediate past president of the Dominion As- 
sociation of Chartered Accountants. He gave a brief his- 
torical review of the efforts and aims of the Dominion 
Association. 


PERSONALS 
Messrs. Oscar Hudson and Company announce the with- 
drawal of William C. Benson from the firm. Mr. Benson 
will take over the London office and present clients as from 
this date. 


F. A. R. MacFadden, chartered accountant, announces 
the removal of his offices to Suite 701, Federal Building, 
85 Richmond Street West, Toronto 2. 
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TERMINOLOGY DEPARTMENT 


The articles in this Department, unless otherwise stated, are or- 
iginally written by the Chairman of the Terminology Committee and 
submitted to the members thereof; they are afterwards revised by 
him after consideration of suggestions made by the members. 


If it should be thought that any articles include too much primary 
or elementary matter, readers are asked to realize that the Committee 
hopes these articles will be of especial value to Students-in-Accounts; 
and it is believed that, to impart a thorough understanding, too much 
emphasis cannot be placed on the fundamental principles on which 
the ideas connoted in the term defined are based. 


(Continued from September issue) 


J 


Joint Accounts: A “joint account” or “joint venture” 
as it is often called records transactions of a specific com- 
mercial enterprise entered into jointly by two or more 
parties who agree to contribute the capital and moneys 
necessary, each sharing in the profits or losses of the en- 
terprise in agreed proportions on its termination. 

Joint and Joint and Several: A Joint Contract is one in 
which there are two or more parties on one side, who are 
thus jointly liable for the execution of their part of its 
provisions. A joint contract has one cause of action only, 
ie., if action is necessary, it should be taken against the 
parties jointly; if one only is sued and judgment obtained 
the other parties are released from the original creditor, 
although the party sued may have right of recourse against 
them. A “Joint and Several” contract is one where the 
parties on one side have accepted joint and several liability, 
and the creditor has the right to sue any one or more, and 
the remaining parties in succession until his claim is satis- 
fied. 

Joint Consignment Account: Consignment Accounts 
(q.v) where there are joint consignors, or where the con- 
signor or consignee share the profits and the risks; a form 
of joint venture. (See Joint Accounts). 

Joint Stock Company: See “Corporation” and “Com- 
pany.” 

Joint Venture: See “Joint Accounts.” 

Journal: The book of original entry in which transac- 
tions are recorded in accounting form to show the phases 
in which the business is affected; from these records the 
appropriate ledger accounts are posted. See “Double Entry.” 


394 


TERMINOLOGY DEPARTMENT 


Journal Voucher: Written explanations regarding the 
necessity for a journal entry, supported by documentary 
evidence of the facts, and confirmed by the signature or 
initials of a responsible officer. 

Judgment: An order or decision of a court of competent 
jurisdiction. 

L 

Ledger: The book of final entry, in which all transactions 
are eventually recorded and analysed into accounts which 
show the condition of the business as regards its debtors 
and creditors, and also the effect on the organization of the 
transactions. 

Letter of Allotment; Letter of Regret: See “Allotment.” 

Liability: Any debt owing to others, directly or in- 
directly. 

Life Tenant: A person who is entitled during life to the 
income from a fund; on his death the fund goes to another 
person called the “remainderman.” 

Limited Audit: An examination limited in extent and 
character by the terms of instructions. 

Limited Liability: Liability limited by law, e.g., that 
of a shareholder in a company or corporation. 

Liquid Assets: Cash on hand and in bank, and temporary 
investments readily convertible into cash. 

Liquidation: The process of winding up a company by 
the sale of its assets and the payment of its debts to the 
extent the net proceeds will allow, and by the distribution 
to shareholders of any assets remaining after payment of 
debts. 

Liquidation Value: See “Break-up Value.” 

Loan Capital: A term used to denote the amount bor- 
rowed by a company under long term engagements such as 
bonds or debentures. Strictly speaking, such loans are not 
part of the Capital of a company, but the term has come 
into general use and even has legislative sanction. 

Long Term Liability: One which extends over a term 
of years, e.g., bonds, debentures, mortgages. 
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BOOK REVIEW 


QUEBEC COMPANY STATUTES: ANNOTATED 
By Gerald H. Phillimore 
(Published by Wilson & Lafleur Limited, Montreal, 1938, 398 pp., $2.75) 


This very compact little volume contains the texts of the follow- 
ing statutes of the Province of Quebec, together with summaries of 
court decisions on interpretation which are appended to the relevant 
sections: 

Quebec Companies’ Act 
Partnership (Companies’) Declaration Act 
Companies’ Information Act 
Special Corporate Powers Act 
Winding-up Act 

Quebec Mining Companies’ Act 
Extra-Provincial Companies’ Act 
Mortmain Act 

Corporation Tax Act 

Security Transfer Tax Act 
Securities Act 


The statutory forms are reproduced at the end of each Act and an 
index to each of the more lengthy Acts is provided. A valuable addi- 
tion to the Corporation Tax Act is the reproduction of the instructions 
and regulations of the Provincial Treasurer concerning the application 
of that Statute. 

A book of this nature, in so far as it is confined to the texts of 
various statutes, obviously cannot be made the subject of criticism on 
literary or factual grounds, and the reviewer must confine himself 
principally to a statement of its contents. 

The book should prove of considerable value, for purposes of refer- 
ence, to all accountants practising in the Province of Quebec and to 
other accountants who are interested in companies doing business in 
that province. 


G. P. KEEPING. 


Montreal, 
12th October 1938. 
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R. G. H. SMAILS, C.A., Editor 








NOTES AND COMMENT 


In last month’s issue we discussed the problem of ac- 
counting for subscription rights as that problem presents 
itself to the allottee of the right. We had always supposed 
that from the viewpoint of the company issuing the rights 
there was no accounting problem—in the sense that the 
actual proceeds of the subsequent issue of the shares would 
be treated in the conventional manner and that no account- 
ing entry would be required at the time of issue of the 
rights. We were therefore interested when perusing Pro- 
fessor Paton’s new book,* to learn from him that some ac- 
countants thought otherwise. He says, “Where the sub- 
scription price is less than the recognized market value of 
the stock the right to subscribe in itself comes to have a 
market price. For this situation some accountants, influ- 
enced by the special income-tax regulations bearing upon 
the treatment of stock rights from the standpoint of the 
stockholder, have taken the position that the record of the 
issue and exercise of the rights on the corporate books 
should acknowledge an implied capitalization of surplus in 
an amount equal to the market value of the rights. It is 
held, in other words, that the issue of rights under condi- 
tions which give them a definite value to the holder is a tran- 
saction similar to the issue of a stock dividend and should 
be treated accordingly. On the whole the case for such 
treatment is not strong. The issue of dividend stock re- 
quires the presence of surplus and is the result of a formal 
decision to capitalize; the issue of additional stock through 
rights offered to shareholders does not depend upon the 
existence of surplus and does not reflect any intention or 
policy with respect to surplus.” 

The actual situation which was used in the discussion 
last month (of the issue of stock rights by a company with 
a large deficit) supports the view held by Professor Paton 
and the majority of accountants—that the issue of rights 
does not affect the surplus of the issuing company. 









































*W. A. Paton, Essentials of Accounting, (Macmillan) New York 
and Toronto, 1938, pp. 830, $5.00. 
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On the other hand Professor Paton holds (p. 678) that 
when preferred shares are sold with warrants attached 
which enable the holder to subscribe for common shares of 
no par value at a price below the market price of common 
shares already outstanding, the consideration received by 
the company for a common share is its market value at the 
time of the issue of the warrant. The excess of this market 
value over the cash received by the company is a debit to 
“Common Stock Warrants” Account which presumably is 
the measure of the cost to the company of the issue of the 
common shares. The author reasons that this procedure 
has the advantage of showing clearly the composition, from 
the standpoint of sources, of the total paid-in capital. 


* * * 


PUZZLE SECTION 


Solution to Last Month’s Puzzle 

A “false balance” is a balance with unequal arms. When 
employing a false balance to weigh a given mass the true 
weight is the geometric, not the arithmetic, average of the 
two apparent weights. In the circumstances of the ques- 
tion the actual weight of the bag of sugar was therefore 
V45 x 20 ie. 30 pounds. A reader submits the following 
algebraic solution based on the physical fact that the pres- 
sure exerted by a lever varies directly with the distance 
of the point of leverage from the fulcrum. 


Let w = the actual weight in pounds of the bag 
of sugar 


Let x and y be the lengths of the longer and the 
shorter arms respectively of the two unequal 


arms 
1. 20x = wy (when the sugar is weighed on the 
shorter arm) 
2. 45y = wx (when the sugar is weighed on the 
longer arm) 
ow = ME 
y 
x 
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20 y V 45 _ 

v0 
and by squaring 20 x 45 = w’ 
*.. 30 = w 


.*. substituting in 1: wy 


This Month’s Puzzle 
What is the least number of weights which will enable 
you to weigh on a balance every pound from 1 lb. to 40 


lbs. ? 
* ot x 


STUDENTS’ ASSOCIATION NOTES 
/ 


ONTARIO—Ottawa f 

The first meeting of the season was held in the form of 
a banquet at the Laurentian Club, on Thursday, 15th 
September. 

The President, Mr. Frank Orme occupied the chair. 

The Speaker of the evening was Professor R. G. H. 
Smails of Queen’s University who gave a very interesting 
address on “Internal Check.” The address was followed 
by a general discussion which ranged from the subject of 
the address to holding companies, examinations and other 
topics. 

The next meeting is to take place on 17th October, 
when a debate will be held on the subject “Are Secret Re- 
serves Desirable?” The speakers for the affirmative will 
be A. Cameron Burns, and E. Deans Berry. Those for the 
negative will be Ted Burpee and Allan Proctor. 


PROVINCE OF QUEBEC 

The singles tennis tournament organized by Hugh 
Savage came to a very successful conclusion on 30th Sep- 
tember when the finals for the F. W. Sharp trophy were 
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played. Gordy MacNeil gained the trophy for the second 
consecutive year by defeating Ralph Linton by the scores 
of 6-1; 6-3; 6-4, after a very close and well contested game. 
The winner will be presented with the Sharp trophy at 
the next general meeting of the Society. 


Much enthusiasm was displayed in the tennis tourna- 
ment this year and although, due to holidays, the tourna- 
ment was spread over the summer months, only two 
matches were defaulted. It is hoped that another tourna- 
ment will be held next summer with still greater success. 
The committee is working on plans to organize a field day 
in which the tournament might be finished in one day, pos- 
sibly on the same day that the annual golf tournament 
is held. 


* 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by a practising 
chartered accountant of the Institute from whose examinations the 
problem is taken and represent his views and opinions. They are 
designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problem as will make its 
study of benefit to the student. Discussion of solutions presented 


is cordially invited. 


* * 








PROBLEM I. 


THE INSTITUTE OF CHARTERED ACCOUNTANTS 
OF ALBERTA 


FINAL EXAMINATIONS, APRIL, 1938 
AUDITING No. 1. Question 5. 


During the course of an audit of the books of a lumbering con- 
cern you find that: 


(1) The mill net cost of lumber has varied as follows: 


Mill Net Cost 
as 6 isi bob Ss Soke ei ae iets $14.35 per thousand B.F.M. 
Second quarter ..............s000- 15.65 per thousand B.F.M. 
ee ere 16.40 per thousand B.F.M. 
EID 6.5.5 930:9.4.016:2:4 3 iw tae 17.00 per thousand B.F.M. 


(2) The production quantities and grades have been as follows: 


2 or Better 38 4or Lower 
Pe IIE in 58s 55.5450 sewn 2,000,000 1,500,000 3,000,000 
Second quarter ............... 1,500,000 1,500,000 2,000,000 
PE hiss oe cncn da beue 2,500,000 2,500,000 4,000,000 
ce ae 750,000 1,000,000 1,000,000 


(8) It is estimated that the production during the last quarter 
will remain in the yard for a period of six weeks for season- 
ing purposes before it will be available for sale. During that 
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time fire insurance protection must be carried, and taxes 
and other fixed charges incurred. 


(4) Sales for the period divided on analysis for grades have 
been as follows: 
2 or Better 8 4orLower 
50% 80% 20% 


(5) The market price at the time of your audit exceeds cost, but 
the market is unstable, with a downward trend. 


Discuss the significance of these five facts in arriving at an in- 
ventory valuation price, and submit your recommendations as to the 
basis of the valuation of lumber on hand. 


SOLUTION 


A variation in costs in a lumber mill during a financial period 
may be due to various circumstances, of which the following are 
illustrative: 

(1) Quantity Production. Generally speaking, if the mill is 
operating at, or close to capacity, milling costs will be lower 
than if the mill is operating on a low production basis. 

(2) Grade Production. Low grade, knotty and scrub lumber is 
usually more difficult to mill efficiently, and often results 
in higher average milling costs. 

(3) Logging Costs. Proximity of timber limits have an im- 
portant bearing since logging costs will rise as transporta- 
tion and other costs tend to increase, as operations become 
further removed from the mill. 

The information submitted in Paragraph (1) as to a substantial 
increase in the net cost of lumber from the first quarter to the 
fourth, would seem to be closely related in this instance with the 
information given in Paragraph (2) The verification of inventory 
prices should include an inquiry as to whether rising costs are due 
to a heavier percentage of low grade production, as well as to a 
decline in the quantities produced. From Paragraph (4) it is ob- 
served that 50% of the sales have been from the higher grades, 
whereas slightly less than 22% of the production has been applic- 
able to grades of two or better. This indicates that the company 
succeeded in finding a market for its better quality lumber, and 
inquiries should be made by the auditor as to whether the relative 
quantities of the respective grades in the inventory, compares with 
the relative production of the same grades. The unstable condition 
of the market described in Paragraph (5) would seem to add emphasis 
to the significance of the company’s position in respect to low grade 
lumber. It is usually characteristic that during a sluggish market 
the difficulty of selling low grade inventories is enhanced. This fact 
should be recognized in considering the application of the “cost or 
market” rule. From the aspect of quantities produced it is obvious 
that third or fourth quarter costs resulting from low production 
should be used guardedly, on either a “first in first out” or other 
basis. Costs represented by a normal output, in this instance, ap- 
parently in the first and second quarters would seem to present a 
more accurate valuation basis. 

To summarize these facts and inferences: 
(a) The auditor should advise strongly, and if necessary, should 
qualify his certificate against the valuation of the inventory 
at third and fourth quarter costs, even if a substantial part 


401 











THE CANADIAN CHARTERED ACCOUNTANT 


of the inventory represented third and fourth quarter pro- 
duction. 


(b) If, on ann it is ascertained that the inventories on hand 
1 


represent a higher percentage of low grade lumber than is 
ordinarily comparable to a normal run, the average mill net 
cost as ascertained should be reduced by a differential com- 
parable to the difference in selling price between the. high 
and the low grades. 


(c) Apart from these matters, consideration must be given as 
to whether or not the inventory is to be priced on a “first in, 
first out” basis from the point of view of production costs, 
or average costs for the period. 

(d) The point raised in Paragraph 3 is open to debate. Lumber 
which requires to be seasoned is still in the production 
stage, and is therefore in effect comparable to work in pro- 
cess of other manufacturing plants. Consequently it is prob- 
ably advisable that a suitable notation be made on the 
balance sheet to the effect that this lumber is not available 
for immediate sale. This fact is significant to bankers and 
others interested in ascertaining the immediate liquid posi- 
tion of the company. Some accountants recommend that 
accrued liability accounts be set up for fire insurance pro- 
tection, taxes, and other fixed charges ascertained to be 
applicable to the period until the lumber is ready for sale. 
In any event, these additional charges (to say nothing of 
interest, selling and administrative costs) must be considered 
in determining the upper limit of inventory value under the 
“cost or market’ rule. 


PROBLEM II. 


THE INSTITUTE OF CHARTERED ACCOUNTANTS 
OF ALBERTA 


FINAL EXAMINATIONS, APRIL, 1938 


ACCOUNTING No. 2. Question 3. 


A city completed the paving of certain streets and lanes at a 
cost of $100,000.00 and also the extension of its sewer lines at a 
cost of $81,000.00. Debentures were sold to cover these amounts, 
realizing a premium of 1%, which was added to the fund. The 
debentures fall due at various dates and are redeemable in part from 
assessments levied against property owners presumably benefiting 
from the improvements. 

Give in total and in sequence the entries which should be made 
to record the original transactions. Also give the entries that would 
be made each year. 


SOLUTION 


The debentures should be issued in such amounts as will exactly 
cover the cost of the improvements, viz.: 


1 
Street paving debentures te x$100,000.00 = $99,010.00 face value. 


1 
Sewer debentures re $81,000.00 = $80,198.00 face value. 
The last debenture of a series is, not infrequently, of an odd amount. 
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Journal Entries: 


(1) Cash—Special Street Paving Fund ...$100,000.00 
Cash—Special Sewer Fund .......... 81,000.00 
TO DO LE in vices acvoicecns $181,000.00 
To record Bank Borrowings. 


(2) Local Improvements Construction— 
RE eS 5 Vaan versie sts 100,000.00 


To Bank — Special Street Paving 
DEP <a praia so vubee eee aeeere 100,000.00 
(3) Local Improvements — Special Sewer 81,000.00 
To Cash—Special Sewer Fund .... 81,000.00 
To record cost of construction. 
(4) Cash—Special Paving Fund .......... 100,000.00 
Cash—Special Sewer Fund .......... 81,000.00 
To Special Paving Debentures ... 99,010.00 
To Special Sewer Debentures .... 80,198.00 
To Premium on Paving Debentures 990.00 
To Premium on Sewer Debentures 802.00 
To record sale of debentures. 
C0! Te BN ike snee cases cdeetewcc 181,000.00 
To Cash—Special Paving Fund .. 100,000.00 
To Cash—Special Sewer Fund ... 81,000.00 
To record payment of bank borrowings. 
(6) Premiums on Special Paving Deben- 
SOD GN oa SAWs cbs ain cea saree eewes 990.00 
Premiums on Special Sewer Debentures 802.00 
To Local Improvement Construc- 
Ee | ere rere 990.00 
To Local Improvement Construc- 
TOU ee OED oc ove veeccusess 802.00 


To transfer premiums into the street 
and sewer accounts reducing costs. 


Yearly Journal Entries: 


(7) Taxes Receivable—Special Paving 
Taxes Receivable—Special Sewer 
To Paving Debenture Levy 
To Sewer Debenture Levy. 
Tax levy to provide for repayment of debentures. 


(8) Cash 
To Taxes Receivable—Special Paving 
To Taxes Receivable—Special Sewer 
To record collection of taxes. 


(9) Special Paving Debentures 
Interest on Paving Debentures 
Special Sewer Debentures 
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Interest on Sewer Debentures 
To Cash 
To record repayment of debentures and interest. 


(10) Debenture Levy re Paving 
Debenture Levy re Sewers 
To Interest on Special Paving Debentures 
To Interest on Special Sewer Debentures 
To charge interest paid against the account representing rate- 
payers’ investment in assets. 
4 surplus or shortage in levy must be taken care of in next 
evy. 


Note on Problem II in last month’s issue. 

A reader has drawn our attention to the fact that in the solu- 
tion presented the closing inventory (at 30th June 1986) was taken 
at $8,000 whereas it was stated in the problem at $5,000. Correction 
of this error reduces the net profit to $3,500, and the Current Account 
balances of Jones and Smith to $687.50 and $312.50 respectively. 








